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GILMOUR’S 
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Income Tax 
HANDBOOK 


Gilmour’s new handbook 
covers the amendments to 
the Income Tax Act assented 
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What about your own 
personal reserves? 


In the hurry and bustle of modern living, it’s only too easy for a 
professional man to forget to review his own personal balance sheet 
from time to time. A successful business enterprise must accumulate 
adequate financial reserves. And the same good rule applies to the 
individual. We all need financial protection for times of sudden stress 
and the years of declining productivity. Since few professional men 
enjoy the protection of company-sponsored life insurance and 
pension plans, each must make his own arrangements to provide for 


his retirement and to protect the needs of his family. 
CA-21 


THE 
For a life insurance and retirement 
program designed specifically for Ma T T UAL { i S i 
your needs, contact your nearest 
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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 

When investing personal funds, the same 
services are at your disposal. 

An enquiry to any of our offices will bring 
prompt attention to your investment problems. 


Stock Exchange Orders Executed 


Wood, Gundy & Company 
Limited 
Toronto Montreal Winnipeg Vancouver 
Ottawa Hamilton London, Ont. Kitchener Quebec 
Regina Edmonton New Westminster Victoria 
New York Chicago Halifax London, Eng. 








Profits Are Made By Men 
- - - - Not By Machines 


Accountants have long recognized that profits spring primarily from 
the “know how” of the key men who direct a business. When death 
takes a key man, the firm is subjected to severe strains. The most 
effective offset to the loss of a key man is cash—and Business Life 
Insurance will provide cash when it is needed. 


Your clients expect you to check on the insurance coverage they carry 
on physical assets—they also need your professional advice on insuring 
human assets. Information based on the successful application of 
Business Life Insurance over a wide variety of typical cases is available 
to Chartered Accountants. If desired, Manufacturers Life representatives 
will co-operate with you in the preparation of specific recommendations 
for submission to management. 
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The importance of the service 
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emphasized when he receives Trade Publications - Books 
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. 1 A Statement of Standards of Disclosure in Annual Financial Statements of 
Manufacturing and Mercantile Companies (available in French and English) 


. 2 A Statement of the Minimum Standards of Professional Practice Which Should 
Apply in respect of Prospectuses (available in French and English) 


. 3 The Accounting Treatment of Income Taxes in Some Special Circumstances 
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. 5 The Meaning of the Term “Cost” as Applied to Inventory Valuation 
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Bell & Howell Recorder 


Modern microfilm equipment built by Bell 
& Howell, and sold by Burroughs, is the 
finest obtainable. It reflects Bell & Howell’s 
acknowledged leadership in the field of pre- 
cision instruments for fine photography. 


BURROUGHS MICROFILMING 


Every business has its indispensable records—documents that 
contain the vital information it lives by. And every business 
risks the loss of this information as long as its only records 
are on paper. 


It’s a needless risk, too. Every business record can be made 
permanently secure . . . easily, quickly and inexpensively. 
Every business record can be reduced to a small fraction of its 
original size . . . conveniently stored in small fireproof safes 
or metal containers, or mailed away for safekeeping. Every 
business record can be safeguarded with Burroughs microfilming. 


Burroughs can help give your vital records the protection 

they need ... can help you apply the speed and economy of 
microfilming to both the day-by-day and year-by- 
year record keeping of your business. Find out how 
—call your Burroughs office today or write for your 
copy of the booklet “Safeguarding Vital Records.” 
Burroughs Adding Machine of Canada, Limited, 
Windsor, Ontario. 


WHEREVER THERE'S BUSINESS THERE'S 


Burroughs 
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lomoruoiyd MACHINE /acleg./ 


__ A NEW CONCEPTION OF 


AUTOMATIC - ACCOUNTING | 


Never before has one accounting 
machine combined so many time- 
and-money-saving features — or 
made possible so many _profit- 
making by-products of posting. 


The 5 features of this new National 
“Class 31”, listed below, are but 
a few of the many outstanding 
advantages. They are examples 
to give you some idea of the new 
heights of achievement that have 
been reached in this newest National 
Accounting Machine. 


A FEW OF ITS MANY OUTSTANDING ADVANTAGES 
AUTOMATIC SELECTION AND CONTROL of more than 70 functions 


by arrangement of the posting control bars. 


SIMULTANEOUSLY ADDS AND SUBTRACTS — OR TRANSFERS 
BALANCES into any combination of totals. 


INSTANT, POSITIVE CORRECTION — in a single operation — of 


amounts entered in error in any combination of totals. 


ELECTRIFIED TYPEWRITER KEYBOARD — faster, smoother, easier 
operation . . . uniform impressions on multiple copies . . . permits 
description whenever desired. 


FLUID-DRIVE CARRIAGE—+travels in either direction, smoothly, at 


uniform speed. 


These—and many other time-and-money-saving features never before com- 
bined on one accounting machine—will give you amazing cost-cutting and 


profit-building benefits. See TO-MORROW'S accounting machine TO-DAY! 


Get the FREE 20-page booklet, “How to Save Money 
on Your Accounting”, from your local National repre- 


Nattoral sentative, or write to the Company, at Toronto. 
peeremmmermmrerras THE NATIONAL CASH REGISTER COMPANY 
Pret RaL mL 
OF CANADA LIMITED 
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HIGHER ACCOUNTING 


e 


. and ALLIED SUBJECTS 


taught 


The SHAW way — the SURE way 


Write to Dept. CA for Catalogue and any special information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto 


KI. 3165-6-7 


Accounting Efficiency 


depends greatly on accessibility of records. 


Their 


preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.é¢J. TAYLOR Limite 
ToRONTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 


COST ACCOUNTANT REQUIRED 
Maritime firm of chartered accountants 
requires a chartered accountant with 
broad experience in industrial cost ac- 
counting. Knowledge should include 
installation of cost systems, budgeting 
and inventory controls. The position 
will call for a salary well in line with 
the responsibilities. Applications will 
be treated in strictest confidence and 
should contain a statement of applic- 
ant’s age, qualifications and a short re- 
sume of previous experience. Box 204, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


POSITION WANTED 
Chartered accountant, B.Com., with 
management training, seven years in 
public auditing, desires position with 
responsibilities and scope for advance- 
ment. Box 206, The Canadian Char- 
tered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 


OPPORTUNITIES 


Progressive firm of chartered account- 
ants has openings in Maritime offices 
for two well-trained accountants, pre- 
ferably with at least intermediate status 
in C.A. courses or with public account- 
ing experience. Also openings in Mari- 
times for junior audit clerks wishing 
to study for C.A. degree. Junior ma- 
triculation or equivalent required. 
Write to Box 197, The Canadian Char- 
tered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 


PRACTICE WANTED 


Chartered accountant wishes to pur- 
chase accounting practice. Partnership 
or agreement for succession will be 
considered. Box 202, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 
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R.L.CRAIN LIMITED 


OTTAWA (HJ CANADA 


DESIGNERS & MANUFACTURERS 
of FORMS and SYSTEMS which conform with recognized accounting 
principles. 


ee 
WHAT? 
— is the best writing method 
WHEN? 
— does the use of CONTINUOUS FORMS become economical 
WHY? 


— are FORM-FEEDING DEVICES used when correct 
REGISTRATION on all copies is important 


HOW? 


— can FORMS be designed to fulfil more than one function 


WHAT? 
— should determine the size of a FORM 


HOW? 
— expensive is a badly designed FORM 


ADVICE 

ON THESE AND OTHER MATTERS CAN BE OBTAINED WITHOUT 
OBLIGATION, from SALES REPRESENTATIVES at any of the following 
BRANCHES— 


MONTREAL Tel. FI. 6354 
223 Victoria Ave., Westmount 


OTTAWA 
P.O. Box 392 


Tel. 72-3411 


TORONTO 
1221 Bay Street 


HAMILTON 
314 Main Street East 


Tel. RA. 2181 


Tel. 2-1135 


LONDON, ONT. Tel. Fairmont 4567 
36114 Richmond St. 


KITCHENER 
125 King Street W. 


WINDSOR Tel. 4-8400 

1968 Wyandotte St. E. 
WINNIPEG 

460 Main St. 
EDMONTON 

10110 107 Street 


VANCOUVER Tel. TA. 3732 
422 Richards Street. 


Tel. 2-6658 


Tel. 932 537 


Tel. 42074 


MONCTON 
P.O. Box 325 — Tel. 7382 


ADVICE about many types of FORMS applicable to — 
PURCHASING - RECEIVING - STORING 
PRODUCTION - PAYROLLS - SELLING 


SHIPPING - 


INVOICING 


ACCOUNTING 
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_ ACCOUNTANT WANTED 


Chartered accountant to head financial 
department of independent Western 
Ontario manufacturer. State full de- 
tails, references and experience. Perm- 
anent position. Reply Box 205, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


POSITION WANTED 


Chartered accountant, university de- 
gree, age 29, desires to become estab- 
lished with an accounting firm where 
the opportunity of a partnership is 
present. Reply in confidence to Box 
201, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 


ALAN DIGNAN & ASSOCIATES 


Barristers and Solicitors 


Bloor Street & St. Clarens Avenue 


Toronto 4, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West 


Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 


Barristers and Solicitors 


50 King Street West 


Toronto 1, Ont. 


OSLER, HOSKIN & HARCOURT 


Barristers and Solicitors 


68 Yonge Street 


Toronto 1, Ont. 


McMICHAEL, COMMON, HOWARD, KER & CATE 


Barristers and Solicitors 


Royal Bank Building 


Montreal 1, Que. 


DUQUET & MACKAY 


Barristers and Solicitors 


360 St. James Street West 


Montreal, Que. 
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STEWART, SMITH, MACKEEN, COVERT & ROGERS 
Barristers and Solicitors 


Roy Building Halifax, N.S. 


ST-LAURENT, TASCHEREAU, LETOURNEAU, JOHNSTON, 
NOEL & PRATTE 
Barristers and Solicitors 


Price House, 65 St. Anne Street - : - Quebec, P.Q. 


GOWLING, MacTAVISH, WATT, OSBORNE & HENDERSON 
Barristers and Solicitors 
56 Sparks Street - - - - Ottawa, Ont. 
QUAIN, BELL, CARREAU, GILES & GILLIES 
Barristers and Solicitors 


56 Sparks Street - - - Ottawa, Ont. 


Security Valuations... 


Chartered accountants and company executives 
requiring valuations of, or information on investment 
securities, are invited to communicate with us. 

Any of our offices will give prompt attention to 


such requests. 


A. E. Ames & Co. 
Limited 
Investment Dealers— Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON’ LONDON, ENG, 
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COMMENT AND OPINION 


Memorable Banff 

_ 49th Annual Meeting has come 

and, alas, has gone. Like those that 
preceded, it was a memorable one. In- 
deed it is true that each C.I.C.A. an- 
nual meeting is distinguished by some 
particular circumstance which sets it 
apart from all others. For example, 


the 46th annual meeting in Regina in 
1948 will always be associated in our 
memory with the Barn Dance, which was 
one of the notable social activities put on 
by our Saskatchewan confreres. In Tor- 


onto the following year, the gaiety of the 
grand finale was saddened by the hor- 
rible disaster to the ill-fated Noronic 
in Toronto Harbour, which can never 
be effaced from the recollection of 
those who were present and did what 
they could do to mitigate the plight 
of the sufferers. At last year’s annual 
meeting in Charlottetown the memor- 
able circumstance was of course the 
railway strike which not only brought 
forth a delightfully rueful commentary 
on the subject of Confederation from 
the premier of the Island Province but 
also put the convention ladies to their 
mettle in substituting for the hotel 
chamber maids during the prolonged 
absence of the latter. 

This year it was — and who will 
say different? — the locale of the con- 
vention itself. Surely in all this world 
there is no place which for beauty 
and magnificence can rival the view 
which is to be had from the terrace of 


the Banff Springs Hotel at any time in 
the day but particularly about 9.45 in 
the morning, with the blue Bow 
sweeping in a wide arc far beneath, 
bordered on either side by thick rows 
of lushly leaved pines standing erect, 
the great granite bulk of Mount 
Rundle rising precipitately on the 
right and its sister peaks framing the 
Bow as it disappears in their shadows 
far ahead. 

The weather, in case anyone is in- 
terested, was all one could expect and 
more, the days sunny and bright, 
neither humid nor hot, the evenings 
pleasantly cool. 

No one who was present will ever 
forget Banff. 


Recruitment 

_. crescendo of economic activity 

in this country during and since 
the war has completely reversed the 
situation of the thirties. There are no 
bread lines of unemployables now, for 
which everyone is more than grateful. 
But there is an obverse side to the 
coin. With the national economic 
machine working at an ever-increasing 
tempo a chronic employment shortage 
has developed, and there is no prospect 
of its disappearance in the foreseeable 
future. The accounting profession has 
naturally enjoyed the advantages of 
prosperity: it has grown tremendously 
not only in numbers but in prestige. 
Unfortunately, however, it has also to 
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share in the consequential disadvant- 
ages. 

The recruitment of accounting per- 
sonnel is perhaps the most serious 
problem facing the profession in Can- 
ada today. At the recently concluded 
annual meeting at Banff it was re- 
markable to observe the number of oc- 
casions and in what different contexts 
the question of recruitment was raised 
in discussion. Training and educa- 
tion for the accounting profession, 
personnel selection, regulatory legisla- 
tion, public relations, these amongst 
others are all involved in some de- 
gree with the recruitment problem. 

The profession as a whole will there- 
fore greet with satisfaction the decision 
of the Canadian Institute Council to 
place this matter foremost on its agen- 
da, and to appoint what has been aptly 
termed a “Royal Commission” of our 
own to study the whole question of the 
recruitment and development of account- 
ing personnel and endeavour to find a 
solution to this difficult but vital problem. 


The New President 


R. A. Emile Beauvais, whose por- 
trait appears opposite, is the 
second president of The Canadian In- 
stitute of Chartered Accountants whose 
mother tongue is the French language. 
The first French-speaking president of 
the Canadian Institute, Mr. Eugene 
Trudel, 1925-26, was a senior member 
of the self-same Quebec City firm of 
chartered accountants with whom Mr. 
Beauvais commenced his accounting 
career in 1921. In the course of his 
first address as president at Banff Mr. 
Beauvais alluded to this circumstance, 
adding “If Mr. Trudel could see me 
now, he would be . . . astounded!” 
Our new president will, we are sure, 
forgive us (with that inimitable gra- 
ciousness which is his own), if we say 
that we think his late partner’s senti- 
ment would have been exactly the same 
as that felt by Mr. Beauvais’ audience, 
namely one of whole-hearted satisfac- 
tion. 


GROUP PICTURE OF ANNUAL MEETING 


Copies of the group picture of those attending the annual meeting at Banff may be 
obtained at the price of $1.50 each from Mr. George Dudkoff, 2000 Northcliffe Ave., 


Montreal 28, Que. 





Photo by Notman, Montreal 


Mr. A. EMILE BEAUvVAIS, C.A. 
President of The Canadian Institute of Chartered Accountants, 1951-2 
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Management Problems 
In the Professional Office 


By Paul Bruneau, L.Sc. Com., C.A. 


An informative and provocative 
discussion of a problem faced by all practitioners 


c IS not necessary to stress the im- 
portance of the services which are 
today performed by the professional ac- 
countant in this highly involved finan- 
cial and industrialized world. The 
professional accountant realizes that if 
he restricts his activities to bookkeeping 
and auditing and to the presentation of 
financial statements and advice on mat- 
ters of taxation he is fulfilling only part 
of his professional functions. We have 
a part to play in assisting businessmen in 
the complicated vortex of administering 
enterprises, with all the present day eco- 
nomic, financial, and taxation problems, 
and we should be proud that the pro- 
fession is given the opportunity of play- 
ing such a vital role. 

In order to achieve this, 2 minimum 
amount of time should be spent by the 
professional accountant on internal of- 
fice and routine matters; most of his 
time will then be devoted to profes- 
sional work as well as to keeping up to 
date with developments in accounting 
and auditing matters, changes in taxation 
laws, and other subjects affecting the fi- 
nancial, industrial, and business world. 


With very few exceptions, the ac- 
countant will necessarily employ a per- 


sonnel of competent employees to gather 
the information which has to be put to 
gether to serve as the basis of his re- 
ports, in which he will express his 
Opinions and give the required advice. 
The urgency of the various matters which 
the accountant has to deal with, as well 
as the time limit frequently imposed up- 
on him, make it important that the 
Organization in the accountant’s own 
office function well, so that all efforts 
are properly synchronized to produce the 
best results, in the shortest possible time, 
and to carry him over the “busy season” 
without too much hardship. 

I shall not attempt to describe in de- 
tail the incernal organization of an ac- 
counting firm, but shall simply give a 
general idea of what the organization 
should be, and touch briefly on some 
specific problems. This may be of some 
help to the smaller organizations which 
are developing rapidly and which may 
soon face the necessity of a more com- 
plete internal organization as well as the 
management problems which _ their 
growth will create. 


General Organization 
The administration in the accountant’s 
office is the responsibility of the senior 
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partners; in branch offices this falls on 
the resident or branch partners or man- 
agers. 

The personnel of the firm can be sub- 
divided into two main groups, with the 
possibility of a third one in the larger 
offices: 

(a) the technical or professional staff; 

(4) the administrative or office staff; 

(c) a research department (in the 
larger firms). 


Professional Staff 

The professional staff comprises all the 
men engaged in the actual professional 
activities. These are classified accord- 
ing to their professional standing, i.e. 
juniors, intermediates, semi-seniors or 
unqualified seniors, seniors, supervisors, 
junior partners. Depending also on the 
size of the organization, the work of the 
firm may be segregated into various de- 
partments, and the personnel distributed 
according to their special training, such 
as: 
Audit staff; 

Tax group; 

Bankruptcy staff; 

Management and business consultants. 
A further subdivision could be made 
of these departments, to comprise vari- 
ous groups under the direction of one 
or more senior partners, with their own 
group of clients and with their own 
junior partners in addition to a specific 
staff; this personnel might constantly 
remain in the same group, although they 
may be sent to other groups in the event 
of special rush jobs or of idle time, or 
to acquire experience of different work. 
It may be desirable to have an exchange 
between various groups for the better 
development of the personnel, according 
to the firm’s policy in this respect. 

In certain cases, the juniors, instead 
of being assigned directly to a group, 
may form part of a pool which provides 
the rest of the organization with their 
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services when and as needed. How- 
ever, there may be certain advantages in 
assigning juniors specifically to certain 
groups, such as giving them more per- 
sonal contact within their group and 
with their superiors, and making for 
better team work. 


Research Department 


When the size of the organization 
permits, the research department plays an 
important role in centralizing under one 
department a number of technical prob- 
lems. This specialized department is al- 
most a necessity to maintain uniformity 
in the application of policies and pro- 
cedures. 

The research department would scruti- 
nize new accounting publications and 
prepare a library catalogue for the use 
of the office to serve as a source of ref- 
erence. Any question arising therefrom 
affecting the firm’s policies would be re- 
ferred to the senior partners. The vari- 
ous tax services to which the firm sub- 
scribes would be scrutinized and sum- 
marized circulars issued to various mem- 
bers of the firm to bring to their atten- 
tion any changes. Noteworthy problems 
arising in the course of practice would 
also be recorded for circulation. 

The research department should study 
recent accounting developments, super- 
vise the uniformity of methods and pro- 
cedures in the whole organization, and 
establish proper administrative policies in 
matters of routine. In the larger firms, a 
staff manual should be prepared by the 
research department, which from time to 
time would convene office conferences for 
discussion. 


Administrative Staff 


The administrative or office staff at- 
tends to a number of internal matters, 
some of which are the same as will be 
found in any ordinary business, such as 
bookkeeping and accounting records, fi- 
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nances, billings, collections, payrolls, 
overhead expenses, typing, and stenog- 
raphy. Others are special to the ac- 
counting firm, such as time costs, time 
records and statistics, staff records, cor- 
respondence, and working papers. I 
shall deal with these later at some length. 

The responsibility for these matters is 
upon the partners who are assisted by 
the office employees. However, in larger 
organizations it has been found helpful 
to delegate these functions to an office 
manager, and also to segregate office per- 
sonnel into (1) a stenographers’ depart- 
ment, under a stenographer in charge 
who receives all requests and allocates 
the work to be performed, and (2) a 
general office staff. 

The accounting system will vary, de- 
pending whether the firm records the 
fees to be charged to the clients on the 
accrual basis or on the cash basis. The 
necessary billing information will be ob- 
tained from the time records, and as 


the partners or office manager must also 
supervise the finances, some predeter- 
mined system for billing should be fol- 
lowed so that cash flows in regularly. 


As in the ordinary enterprise, monthly 
statements of profit and loss as well as 
lists of accounts receivable, should be 
prepared for submission to the partners 
or office manager; the lists of accounts 
receivable should also be given to part- 
ners in charge of the various assignments 
or the group leaders, to keep them in- 
formed on the status of their clients, and 
to impress upon them the necessity of 
collecting those that may be in arrears. 


Time Records 


As will be mentioned later, account- 
ants’ fees are largely based on the act- 
ual time spent by the members of the 
firm upon services to clients. This im- 
poses the necessity of proper and accur- 
ate time records, with information avail- 
able for the calculation of fees. 
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Mr. Paul Bruneau, L.Sc. Com., 
C.A., was admitted to the Quebec 
Institute in 1936. He is a partner 
in the firm of McDonald, Currie 
& Co., Quebec City, and also is 
assistant professor in the School 
of Commerce at Laval University. 


It is essential that each employee of 
the firm, whether stenographer, general 
office help, audit clerk or other, includ- 
ing the partners, keep a record of how 
his time was spent. 

The practice is to segregate the time 
into chargeable time and non-charge- 
able time. Chargeable time would rep- 
resent the time spent by employees on 
specific assignments for clients; non- 
chargeable time would record. the bal- 
ance of the time subdivided in a num- 
ber of categories such as honorary work, 
educational work, charitable work, gen- 
eral office matters, office conferences, 
holidays, sickness, no assignment. The 
chargeable time will serve as the basis 
for calculating fees, whereas the non- 
chargeable time will form part of the 
overhead and will also enable the man- 
agement to determine if the staff has 
been efficiently employed. 


The two main methods which are in 
use for the recording of time are the 
individual job slips and the time sheets. 
Using individual job slips, the employee 
records from day to day the number of 
hours worked on various assignments, 
and the slips are turned in to the of- 
fice at predetermined regular intervals. 
They are then sorted according to the 
various clients and other categories to be 
kept together. 

Under the time sheet method, it is 
usual for time to be recorded on a weekly 
basis. The individual carries a small 
diary for the recording of time and at 
the end of each week fills in a weekly 
time sheet. The client’s name and other 





SRL RS IRE ESAS OS SNS TIOP MENG DS LP BE GL SATII TE: 








134 The Canadian Chartered Accountant, October, 1951 


assignments would be shown vertically, 
whereas the days would run across so as 
to permit the accumulation for a week's 
work on each job. 


These time sheets are controlled by 
the office and then posted in two different 
ledgers, the client’s ledger and the staff 
ledger. The number of hours spent by 
each employee is recorded on a sheet for 
each assignment, with the proper code 
indicating the person who had done the 
work, and in such a manner as to permit 
a proper monthly accumulation and final 
accumulation when the time for billing 
arrives. Various systems are employed 
in the recording of this time. In some 
cases, it is recorded only to the nearest 
quarter of an hour on the client’s sheet. 
Calculation of the value of the time is 
made only at the time of billing. In 
other cases the value of the time will be 
calculated applying either the cost for 
each individual which is already deter- 
mined or the rate value of the time also 
predetermined. This recording can be 
made either manually or through posting 
machines or possibly by the punch card 
accounting system. 


In addition to the assignment sheet, 
the time will also be recorded on each 
employee’s sheet, time only, or cost value 
of the time, or rate value of the time, 
depending upon the accounting method 
in force. On the employee’s sheet a 
proper division is made of the non- 
chargeable time. 


At the end of each month an accumu- 
lation is made of the client’s ledger 
sheets and a list of the total work in 
progress is then established in hours or 
in amounts, as the case may be. This 
information can also be utilized to pre- 
pare a time budget, to show the number 
of hours of the various classifications of 
personnel which is needed at certain 
periods of the year, based on the firm’s 
past experience. This is important in- 
formation to the management to deter- 


mine the increase of personnel likely to 
be required. 

At the end of each month, an ac- 
cumulation is made of the employees’ 
ledger sheets. Time statistics are pre- 
pared showing the number of hours 
which each employee has spent on 
chargeable time, as well as a complete 
breakdown of all his other time. These 
Statistics can be prepared in percentages 
so that each individual's yield is arrived 
at, and this would be the best indication 
whether the personnel is properly uti- 
lized to its full advantage or if there 
is too much idle time. This informa- 
tion is also accumulated for the full 
year. 

In certain cases it is possible that the 
time spent by each employee on different 
phases of an assignment may be kept. 
This may involve a considerable amount 
of work and with rare exceptions may 
not be necessary. 


From the time records described above, 
the information required is readily avail- 
able when accounts for fees are to be 
rendered. The question of fees will be 
discussed later. 


Staff Records 

In addition to the time record kept 
for each employee complete staff records 
should be kept. They would start with 
the information contained in the appli- 
cation for employment concerning the 
usual personal information: age, educa- 
tion, etc. as well as the educational stand- 
ing of the employee. These records also 
provide space for keeping track of the 
advancement of the employee, marks ob- 
tained in his studies towards obtaining 
his degrees, as well as information on 
the courses which he has to follow. 
Other general information concerning his 
character and special abilities are also 
indicated thereon. 

In order that the management of the 
firm be posted on the progress of every 
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individual, a semi-yearly or yearly staff 
report is prepared by the seniors under 
whom each employee worked. This staff 
report covers a number of points under 
three different headings: personal, pro- 
fessional, and general, which are graded 
according to a special rating chart pre- 
pared for the purpose to ensure uni- 
formity in grading the progress of the 
employee. 

The information contained in the staff 
report is recorded on the personal record 
of each employee, providing therefrom a 
comparison with the previous years and 
enabling the management to follow the 
progress of each individual. 

Other information contained in these 
records will also include the salaries 
paid to the individuals according to the 
scale which has been established by the 
office. 

Changes in the marital status of the 
employees, as well as the number of de- 
pendents, are kept up to date. 


Filing and Working Papers 

Another function which has to be per- 
formed by the general office staff is the 
receiving of mail and its proper distri- 
bution to the various individuals con- 
cerned, as well as the general filing sys- 
tem for correspondence. 

It is a good practice to have an ad- 
ditional copy of important outgoing let- 
ters to be placed on the desk of the 
partners in charge to keep them in- 
formed. 

Working papers are a most import- 
ant part of the records kept by a pro- 
fessional office and a good system should 
be devised to ensure their proper con- 
servation. If they are in charge of the 
office, they are remitted to members of 
the staff upon request in writing, which 
document is kept as a receipt and later 
destroyed when the working paper files 
are returned. In a large office, this per- 
mits the tracing of each file which is 
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not in the regular filing cabinets. There 
are various methods of classifying all the 
information and data pertaining to each 
assignment and it is not infrequent to 
find four sets of working papers: per- 
manent file, annual file, official copy of 
statements, and reports file, and tax re- 
turns file. It is also the policy of most 
firms not to destroy the working papers, 
with the result that in time they form 
a considerable mass. Proper storage fa- 
cilities must therefore be obtained which 
will permit the papers to be easily re- 
ferred to and provide an absolute safe- 
guard against destruction through de- 
terioration, loss, robbery, and fire. 


Certain Specific Problems 


Now that we have an idea of the gen- 
eral internal organization of an account- 
ant’s office as well as the records to be 
kept, let us examine certain specific prob- 
lems which must be decided upon and 
followed up by the management. 

It is important that the principals of 
the firm keep in touch with clients in 
case they wish to discuss matters of a 
personal nature. They should keep post- 
ed on changes in accounting policies and 
procedures, income tax laws, companies’ 
laws, etc. Improvement and develop- 
ment in auditing standards and methods 
should also be their aim, and it is their 
responsibility to lay down the firm’s 
policies. One can see at this stage how 
important are the functions of the re- 
search department previously discussed, 
and how much easier it is for the man- 
agement when the preliminary studies 
and ground work have been done. 

At an early stage the practitioner will 
have to determine the basis of his own 
accounting methods, and in the course 
of time periodical revisions of rates of 
fees to be charged will have to be made. 
The question of increasing staff and re- 
muneration will also be points which 
will frequently come up for discussion, 
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as well as the office methods adopted for 
the coaching, training, and promotion 
of the staff. 

As most partners in the medium or 
large firms are extremely busy, it is help- 
ful if monthly meetings are held at pre- 
determined dates for the purpose of dis- 
cussing their own affairs and the results 
of their operations. 


Accounting Treatment for Revenues 

The accounting method which may 
be followed by an accounting office has 
to deal principally with the way to record 
or take into account the revenues of the 
firm, i.e. fees. 

Two methods are in use: the accrual 
basis and the cash basis. 


Undér the accrual system, the time 
which has been accumulated in the 
clients’ ledger, as mentioned before, may 
be immediately valued at the predeter- 
mined billing rate. Presumably all such 
time would be totalled every month and 
charged to work in process with a corres- 
ponding credit to fees. At the actual 
billing time a charge will be made to 
clients and a credit made to work in 
process to eliminate the corresponding 
item which is being billed. It is pos- 
sible that the actual bill may not agree 
for a number of reasons with the time 
shown in the records; the difference 
would either be charged or credited to a 
“variance account’. For purposes of 
accounting, the balance in this account 
would either be added or deducted on 
the profit and loss statement from the 
fees earned and would show the actual 
revenue for the year or period, although 
this may not yet have been either billed 
or paid. 

The work in process represents the 
selling value of all time spent and 
although this may not be absolutely ne- 
cessary on the monthly interim state- 
ments, at the end of the year a careful 
examination should be made of this time 


so as to make reductions in cases where 
it is known or expected that the fees to 
be charged will have to be reduced. 

A simpler method is to record the 
time only; whenever bills are rendered 
credit is given to fees earned and the 
corresponding time ruled off from the 
time ledgers. At the end of the year 
the number of hours in progress are all 
accumulated and valued on a predeter- 
mined basis, actual cost or an estimated 
overall cost rate per hour. This amount 
is then added to the amount of fees 
earned and deduction is made for the 
work in progress at the beginning of 
the year, the resulting figure being the 
gross revenue for the year. 


The cash basis for accounting is much 
simpler in that fees are treated as income 
only when actually paid by the client, 
and no account is taken in the finan- 
cial statements of work in process, al- 
though this information is recorded for 
the guidance of the interested parties. 

In certain firms it has been found 
necessary to keep complete cost records 
of each engagement. In order to do this 
the probable working time during the 
year for an employee is established af- 
ter taking into account, based on past 
experience, the amount of non-chargeable 
time to arrive at the estimated number 
of hours which will be actually spent on 
assignments for clients. This number 
of hours is divided into the actual salary 
to be paid to the employee and a cost per 
hour is then ascertained. 

In addition to these all the overhead 
expenses are budgeted for the coming 
year, based on the actual experience of 
the firm, taking into account the prob- 
able increases or decreases. These ex- 
penses may be allocated to the various 
departments, and once the amount is de- 
termined the overhead is divided by the 
number of chargeable hours of all the 
staff in the department to arrive at a cost 
of overhead per hour of work. This 
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overhead cost per hour is added to the 
salary cost per hour and gives the actual 
cost per hour for each employee. 

The time accumulated on each assign- 
ment in the time records could then 
be valued at this cost per hour and would 
give at all times the cost value of work 
done. This information could then be 
embodied, if desired, into the accounting 
records, and when billing for each client 
is done a comparison can be made be- 
tween the amount of the fees charged 
at the cost to determine the profit on 
each assignment. This system, however, 
may present a certain amount of compli- 
cations and, with the exception of a few 
very large offices, may be found to be 
impractical. 

Fees 

The question of fees is one which the 
practising accountant is very reluctant 
to discuss openly, although a frank dis- 
cussion of the basis of fees charged by 
accountants would impress on the public 
the importance of the work done and 
the necessity for the accountant to obtain 
a just remuneration for the services he 
performs. However, this is a very dif- 
ficult problem and usually very embarras- 
sing, for the amount to be charged 
should not be so high as to turn 
clients away, and on the other hand 
should be sufficient to ensure the account- 
ant a comfortable living as well as suf- 
ficient income to pay his employees on a 
basis comparable to equivalent standing 
in the business world. 

It is obvious that the first item to be 
considered when establishing fees is the 
actual cost of operation of the firm, the 
type of work done, and the actual time 
required on the assignment. 

It is well to emphasize at this stage 
that the professional accountant can only 
expect to obtain proper fees if he act- 
ually performs services of an accounting 
nature. It will not be possible for him 
to collect adequate fees if he confines 
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himself to bookkeeping or even if, in 
the course of his actual assignment, the 
work he performs is that of a book- 
keeper. Efforts should be made to insist 
upon and impress on the client's own 
staff the necessity for them to do all the 
necessary bookkeeping, unless the client 
is willing to pay for the work at profes- 
sional rates, which would result in an 
actual expense out of proportion to the 
services rendered. 

One must realize that clients cannot 
be expected to assess the value of the 
work. In order that a time basis be 
fair and results in just charges for the 
clients the accountant must see that no 
unnecessary work is done, that the same 
basis of fees is applicable to all clients, 
that his staff performs at reasonable 
speed, that qualified men do not do the 
work of the less qualified personnel, and 
that his professional techniques and 
methods are really time-saving. 


There are two general methods of de- 
termining fees: fixed fee and hourly 
basis. 


The fixed fee is an amount predeter- 
mined for doing a certain task; there are, 
however, certain objections to this 
method in that it is very difficult to de- 
termine in advance all the problems 
which may be met in the course of the 
assignment and which may tend to force 
the auditor to take short cuts in order 
that his cost may not be too much out of 
line; this applies with more force in the 
case of a new assignment for a new busi- 
ness where it is almost impossible to 
determine ahead of time the extent of 
the work and the amount that would 
be charged. However, in the case of 
old clients of the firm, this method is 
often used by basing oneself on past 
experience, to estimate in all probability 
that the work in future years will be 
on the same basis. However, in view 
of the increasing cost of living and of 
salaries, this imposes the obligation on 
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the accountant of discussing his fee at 
each annual engagement. 


It would seem preferable, therefore, to 
try to arrange the agreements on a per 
hour basis, taking into account the re- 
marks made previously, with the proviso 
that this basis is not necessarily an ab- 
solute maximum, but only a guide, and 
in this respect I would like to quote a 
paragraph from an article written by Mr. 
E. G. Turner, M.C., F.C.A. in the 25th 
September 1948 issue of The Account- 
ant: 

There are, of course, occasions when 

the “potential charge” does not constitute 
a fair measure of the fee that ought to be 
charged. The hourly rate fixed should be 
regarded as a minimum charge if the 
work is carried out efficiently, unless for 
supplemental reason the accountant wishes 
to “temper the wind”, but however care- 
fully these are fixed they cannot take in- 
to account all the variations in the de- 
gree of skill and responsibility that has 
been involved in the particular job. Whilst 
therefore the fee should never be fixed by 
reference to financial benefit received by 
the client (e.g. from a spectacular taxation 
claim) the practitioner is entitled to have 
regard to the degree of responsibility at- 
taching to his work and to value his ser- 
vices above his normal rates in special 
cases. 

An opinion similar to the above is 
also expressed by Mr. Henry G. Neilson, 
C.P.A., in the July 1950 issue of The 
Journal of Accountancy. 


This, however, is no justification for 
charging what is termed contingent fees, 
that is fees definitely based ahead of time 
in direct relation to the results obtained; 
this procedure is definitely considered 
a breach of etiquette both by the Cana- 
dian Institute of Chartered Accountants 
and the American Institute of Account- 


ants. 

In the establishment of the hourly 
rate the normal chargeable hours are 
established for each employee and this is 


divided into the salary paid to the said 
employee. 

It seems that it is a rule of thumb to 
base the fees at 250% of this direct hour 
cost. ‘This figure includes, of course, 
overhead and would normally result in 
a profit for the practitioner whose staff 
is operating with proper efficiency. 

This means that various rates will 
therefore be established for juniors, in- 
termediates, semi-seniors, and seniors, and 
quoting the words of Mr. Neilson refer- 
red to above: ‘““There is the axiom that 
quality is of more importance than quan- 
tity, and surely the services of a super- 
visor, principal or partner, are more 
valuable than those of a junior account- 
ant especially when evaluating services 
on the basis of experience’. 

Mr. Turner in his article suggests that 
there may be three rates set for the 
partners, two rates for the seniors which 
would be applied depending on the type 
of work actually performed and which 
would permit a normal charge for regu- 
lar audit work when partners and other 
qualified personnel have to do certain 
work which normally could have been 
done by less qualified members. 

In addition to determining the basic 
rates, the frequency of billing must be 
determined. It would certainly seem 
desirable that invoices for fees should 
be sent fairly soon after a specific as- 
signment has been completed. If the 
billing is done only once or twice a 
year, the account rendered will cover 
a multitude of work and the amount 
thereof will appear much larger to the 
clients than if periodical bills had been 


sent. 


Staff Problems 


Another important problem that has 
to be faced by the principals is the ques- 
tion of staff, meed for, selection — 
whether university graduate or not, 
coaching, training, salary, and promo- 
tion. 














: 
E 
g 
f 


Management Problems in the Professional Office 


From the information supplied by his 
own time records and statistics, especially 
if the accountant is in a position to 
ptepare a time budget, and taking into 
account also the turnover due to depar- 
ture of qualified men, the firm will 
establish a policy as to the number of 
new men to be engaged each year. 

The question of whether future ac- 
countants should be hired from the high 
school level or from the university level 
is another important question. It would 
appear, however, that in the United 
States, as determined by a survey made 
by the American Institute of Account- 
ants and reported in the editorial of the 
February issue of The Journal of Ac- 
countancy, there is a strong tendency 
for the professional accounting firms to 
hire more and more college graduates. 
This permits more rapid development of 
the men and, in view of the radical 
change-over in accounting methods in 
that testing methods are applied rather 
than a complete check, university grad- 
uates are more apt to have the necessary 
judgment and the facility for doing better 
work. 


The question of training is a matter 
of policy to be determined by the firm's 
principals. This policy should, how- 
ever, be well set up so that the new 
employees get the greatest advantage 
possible for developing their qualifica- 
tions during their work, under proper 
supervision. The best method to arrive 
at this result is to appoint an officer in 
charge of student training, whose duty 
will be to see that in spite of the pres- 
sure of work a carefully laid-down pro- 
cedure will be followed through lectures, 
meetings, discussions, and courses, and 
to provide assistance in general for the 
better preparation of the candidates to- 
wards the examinations. 

The salaries to be paid to personnel 


will depend largely upon the size and 
location of the various firms. In order 
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to preserve uniformity and also to avoid 
the constant headache of discussing the 
salary problem at frequent intervals, it 
has been found practical in a number of 
firms to establish a predetermined salary 
rate basis for students, taking into ac- 
count whether they are college graduates 
or high school graduates, the number 
of years of actual service, their examina- 
tion marks, the completion of their stud- 
ies for the obtaining of their C.A. de- 
gree, special ability, with a certain 
flexibility for adjustment on compassion- 
ate grounds. 

Once the student has qualified, the 
question of promotion will come into the 
picture and the firm should look on its 
men and appreciate them, having in mind 
the possibility of the men becoming 
junior partners. 

Promotion to partnership is quite an 
incentive for bright young men to re- 
main with their firm as part of the 
permanent personnel. Eventually their 
names appear on the letterheads of the 
firm as well as sharing in the profits. 

The promotion of salaried men will 
be greatly facilitated by the annual re- 
view of the staff personnel record sheet, 
with all the comments and improvements 
noted on the confidential annual report. 

It may also be the practice in certain 
firms to give special compensation to 
personnel who have worked overtime or 
have achieved specially good results on 
certain assignments. This could either 
take the form of a specific bonus or a 
possible salary increase in addition to 
what would have been the normal in- 
crease. 


Partnership Arrangements 

These agreements should provide for 
the following: 

a) basis of accounting, b) sharing of 
profits, c) admission of new partners, 
d) retirement of partners, e) death of 
partners, f) goodwill. 
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It is obvious from what has been said 
when discussing the accounting methods 
that upon the formation of a partner- 
ship the accounting method be prede- 
termined. The next important point will 
be the question of how to divide the 
profits. This of course is a very complex 
part of the agreement. Profits should 
therefore be well defined. They would 
be the results obtained after having paid 
regular salaries, the predetermined part- 
ners’ salaries, the overhead expenses, the 
special bonuses allotted to the personnel, 
and the retirement allowances, if any, of 
partners. 

Special clauses should also provide 
for the conditions required for the ad- 
mission of a new partner as to his quali- 
fications, as to the approval which may 
be necessary from the principal partners, 
as to the amount of capital which he 
may be called upon to contribute, and 
as to his future basis of remuneration 
and profit sharing. 

A very ticklish point is the question 
of retirement. Contrary to what exists 
in the case of the officials of corporations 
who can benefit from pension funds, 
present taxing laws in Canada and the 
United States do not allow a professional 
firm to set aside or constitute a pension 
fund. This is a flaw which should some 
day be worked upon to obtain proper 


corrective measures for the accountants. 


In the meantime, soine system has to 
be devised to provide for the retirement 
of partners at a certain age. This could 
be based on the earnings of the said 
partners during the last five or ten years 
and could represent a proportion of the 
accumulated earnings over said years to 
be paid to the retiring partner over a 
period of time. 


Equally important is the determina- 
tion in the agreement of what will hap- 
pen when one of the partners dies. It is 
obvious that he has a certain amount of 
goodwill, and provision should be made 
for the proper indemnification of his 
estate, either through an insurance plan 
or through an automatic provision for 
the surviving partners to purchase the 
share of the deceased partner without 
dissolution of the partnership. This ar- 
rangement would obviate the necessity 
of selling the practice and also give the 
surviving partners who had helped all 
through the years a first choice to ac- 
quire what had so far been their lifetime 
career. If this is clearly laid down the 
firm will be on a more permanent basis 
and offer an attraction to the brilliant 
qualified man to remain in it in the 
certainty of ultimately having his own 
share. 














Public Utilities 
And Their Accounts 





By R. |. Balcom, C.A. 


Very special considerations govern 
the operation and financing of public utilities 





F gate a lifetime ago the first un- 
certain electric lights and telephones 
came into use. These “impractical” in- 
novations soon became first desired con- 
veniences, then commonplace necessities 
for many. Power plants have had to 
multiply and have reached the gigantic 
proportions of Shipshaw, Bonneville, and 
Boulder Dam. Yet a threatened shortage 
is said to make the St. Lawrence Devel- 
opment essential. Over the country are 
millions of miles of transmission and 
service lines and the underground of 
cities is packed with conduits and cables. 
Millions of telephones, motors, applian- 
ces, and gadgets are in operation. 
Public Utilities 

These enterprises supply the public 
with light, heat and power, telephone 
and telegraph, gas, transportation, and 
other services. Competition could be 
allowed for occupation of the various 
service fields in any or all localities, but 
we have seen the development, instead, 
of a system of franchises under govern- 
ment authority, so that the holders of the 
franchises generally operate without com- 
petition in their designated areas. 

That such “monopoly” can be accepted 
is because of the fact that the commis- 
sion or board of public utilities (or 


whatever the name) for any Province has 
jurisdiction over the plant expenditures, 
the financing, the services rendered the 
public, and the charges for services. The 
Board or the utility or the public may 
call for hearings -so that any changes 
can be discussed and effected in accord- 
ance with Board orders. 


Ownership of Public Utilities 


Provinces control their natural re- 
sources, which include water-ways and 
any hydro-electric potentialities connected 
with them. In varying degree, the 
Provinces may use their own agencies to 
develop such resources, sell power whole- 
sale or to final consumers, and in par- 
ticular assist in carrying services to more 
sparsely occupied sections. Municipali- 
ties frequently operate electric and trans- 
portation services, etc., while rural tele- 
phone services are often obtained through 
mutual private associations. Otherwise, 
the great and indispensable utility ser- 
vices of today are furnished by private 
companies. Recent times have seen some 
controversies over action or proposed ac- 
tion of provincial authorities in taking 
over private enterprises. 

Needless to say, with publicly owned 
business free from income taxes and 
other taxes, there is something to be 
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gained in any one locality or area from 
such ownership. As a universal pro- 
cedure, it would merely narrow the field 
from which present taxes are drawn. 


Expansion 

Utility services are vital to our highly 
industrialized and mechanized order. 
The country has been increasing its 
population and all sections demand ser- 
vices while wars and rumours of wars 
call for exceptional effort and expansion. 
Long waiting lists of private applicants 
existed at the end of the recent war 
and instead of witnessing a recession we 
have seen the continuance of a lively 
economy. 

If the 10% or 15% or more plant 
expansion per year that has become com- 
mon to utilities does not seem impres- 
sive, it is probably because the observer 
has not participated in the surveying and 
planning, the securing of supplies, equip- 
ment and labour, and the placing of con- 
tracts, the enrolment of customers, the 
financing, and the difficulties of working 
out operations so that dividends can be 
paid when all costs of plant and opera- 
tion are soaring. 

Financing 

One finds utilities with preference 
shares paying 4% to 6% or more divi- 
dends and common shares of varying 
or no par value, with bonds and special 
note issues having interest rates largely 
from 234% to 4% (after much refund- 
ing of earlier issues at higher rates). It 
is particularly important to note, too, 
the large amount of plant represented by 
reserves for depreciation and contingen- 
cies plus surpluses. 

A contributor’s memorandum publish- 
ed in the December, 1950 issue of The 
Canadian Chartered Accountant stated 
and illustrated the severe “deficit” from 
shares financing, the net contribution 
from bonds financing, and the much 


larger assistance from ‘‘reserves and sur- 
plus” so that regular dividends might be 
earned and surpluses maintained or 
strengthened from over-all results. 


He made no specific suggestion as to 
desirable proportions of shares and 
bonds, but illustrated the disparity in 
results between a 60-40 and 40-60 pro- 
portion. It is true that management, 
with advice of brokers, must plan to 
sell from time to time such securities 
as will have a favourable market recep- 
tion. It is also a fact that bonds are 
adjudged to be sounder if there is a 
large investment in shares. Actually, 
it seems, only those companies with re- 
latively large bonds (or notes) issues 
are really taking proper steps to be 
“sound”, or else they are requiring a 
rather undue level of rate charges to 
cover the high dividend commitments. 
It is most pertinent in this connection 
that the relatively unfavourable results 
from shares issues are aggravated by in- 
come tax increases, which have been 5% 
at Sept. 1, 1950 and contingently 7.6% 
more at Jan. 1, 1951. On the other hand 
dividends received cost 10% less tax than 
interest, while substantial premiums may 
be receivable on shares sales, with use or 
sale of rights available to prior share- 
holders. 


It is interesting to find that the largest 
Canadian telephone company had more 
bonds and notes than share capital shown 
for 1948 and 1949, changed in 1950 by 
the large shares issue, with a large bonds 
sale planned for 1951. Another tele- 
phone company, however, had more 
bonds and notes than shares in the 
marked proportion of two to one. Much 
variation in this respect is observable 
in power companies, etc. 

If 1949 results for the central tele- 
phone company are reviewed, the results 
per $1,000 of capital invested in plant 
may be somewhat as follows: deficit on 
share capital $44 (even with the effec- 
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tive dividend rate reduced by premiums 
received to 634%), surplus on bonds 
capital $3 and surplus on plant repre- 
sented by reserves and surplus $24. It 
is true that net operating earnings of 
$40 per $1,000 after depreciation and 
before interest or income taxes is much 
too low — hence an increase of 20% 
in rates since then — but the relative 
results from different capital sources must 
continue, all the more unfavourably for 
share capital with tax increases. It can 
be calculated that 8.4% interest could 
have been paid for bond funds with no 
more deficit than from the share capital. 


Utility Securities as Investments 


Public utilities have been successful 
and usually have a backlog of surplus. 
With good security in assets and earn- 
ings, their securities sell on a conservative 
basis. The market course of common 
shares has been noticeably upward in re- 
cent years, but the rate of return gen- 
erally from investments has trended 
downward, which would result in higher 
quotations. Regularity of dividends on 
such shares has been a feature and is 
illustrated by partial payment from sur- 
plus in the important company mention- 
ed above, when rate adjustments were 
deferred. This stability is a factor in 
the moderate rate of dividends on com- 
mon shares. 


In these days of continuing and pro- 
nounced inflation it can be claimed that 
corporation net profits and dividend pay- 
ments could be at more or less double 
pre-war rates without being excessive. 
For all that, it is quite unthinkable that 
anyone would entertain the idea that 
public utility charges should be such as 
would permit any doubling of dividends. 
If any circumstances arise that appear to 
make it advisable to pay larger dividends 
in order that sales of securities may be 
favourable, that would be another mat- 
ter. 
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“Fair” Rate Charges 


It has occurred that 8%, for instance, 
has been regarded as a reasonable utility 
earning rate on plant in use (or “useful” 
as in the case of standby or emergency 
plant) — plus any amount to be added 
for working capital, etc. Plant would 
be a net amount after depreciation. In- 
terest would be excluded from expenses 
but income taxes would be part of taxes 
expense. Such a basis has made it neces- 
sary from time to time that plant valua- 
tions be made on board orders by ap- 
proved appraisers. 


Not only would 8% today be an un- 
necessarily high rate, but no fixed rate 
on any determined plant amount is re- 
quired if all factors present and prospec- 
tive are reviewed and final orders en- 
vision net earnings adequate for all ac- 
cepted purposes. The present and future 
plant investments will still be conse- 
quential, with their direct bearing on re- 
quired security issues and their interest, 
dividends, expense amortization and ser- 
ial redemption or sinking fund costs — 
plus any due safety margin for surplus 
account. 


What is a fair safety margin or a 
normal surplus account? Opinions vary 
and there is surely wide variation in ac- 
tual relative balances in utilities today. 
Earnings twice the requirements should 
be unduly high and even half that an- 
nual surplus may not be any necessary 
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average. However, if continual increase 
in costs is to be a feature, there can be 
quick reductions in net earnings and any 
rate adjustment good for a period of 
time might need to be initially generous. 

Having income taxes deductible as an 
expense used to be only a moderate 
phenomenon, but if taxes reach 52.6% 
(in a so-called peace time) they dwarf 
some other charges and seriously affect 
required gross incomes — again various- 
ly and partly dependent on the relative 
amount of share capital. 


Published Statements 

Balance sheets vary according to cir- 
cumstances, personal preferences, or hab- 
it. It is most common (but not invari- 
able) to have fixed assets first with 
capital stock and bonds heading the li- 
abilities side. From custom, perhaps, the 
current accounts follow, with deferred 
charges and unamortized accounts (re 
issues of securities) last as assets and 
reserves and surpluses last on the other 
side, thus divorcing accounts represent- 
ing shareholders’ equity as much as pos- 
sible. It is not unknown to have de- 
preciation reserve shown as a reduction 
from plant cost. 

Operating statements do not require 
any particular secrecy for the companies 
are non-competitive and their annual de- 
tailed reports required to be filed with 
governing boards are available for per- 
usal. 

The companies may have special char- 
ters and follow codes of accounts pre- 
scribed by authority, but accepted ac- 
counting principles generally apply, so 
that the accounting, auditing, and pub- 
lished statements do not need to be pe- 
culiar or special. 

There are instances of extensive anno- 
tations designed to explain the statements 
to unpractised readers. One wonders 
how useful this really is. Like any other 
corporation, utilities may favour the more 


elaborate, colored, illustrated, decorated, 
and charted annual reports. A secretary 
of one utility reports that the first such 
issue by his company brought letters 
from the auditors and one shareholder! 
Comparative statements are much more 
informing and there is a generous use 
of this procedure. The report of the 
directors or the president often needs 
to summarize present and prospective 
changes in plant, securities, etc., in these 
stirring times. Consolidated statements 
appear where appropriate. 


Plant and Depreciation 


Plant records have to classify expen- 
ditures according to board regulations. 
The company may further itemize or 
classify at will. 

A particular feature is the cost ele- 
ment arising from capitalization of ex- 
penses (engineering, superintendence, 
stores handling and general) and from 
the interest carrying cost of construction 
and extensions in progress. Workmen's 
compensation and unemployment insur- 
ance may be treated as automatic and 
direct costs, related to capital payrolls. 
All other expenses can give rise to high- 
ly variable treatment and results. Plant 
additions vary widely between years, 
also the proportions of work done by 
company staffs and by outside contrac- 
tors. This makes the use of any 5% or 
10% or 15% of plant expenditures to 
determine expense capitalizations — in- 
cluding interest or otherwise — a Ca- 
pricious procedure that may require ar- 
bitrary modifications from time to time. 
A telephone company prospectus not 
long ago had an interesting auditors’ note 
in this connection, along with their re- 
port of 10 years’ earnings, showing con- 
siderable variation between years. 

The reasonable basis for determina- 
tion of amounts to be capitalized should 
be an analysis of departmental or indi- 
vidual expenses aliocable in appropriate 
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percentages to capital work, plus the in- 
terest having to do with unfinished plant. 
It is very convenient to the accountant to 
have a certain percentage addition, but 
a sound procedure is of more importance. 
As a matter of fact, it might be possible 
to defer some part of due capitalizations 
in periods of relatively lower plant ad- 
ditions and accrue it in heavier years 
— thus accomplishing some measure of 
regularity in expenses capitalized and 
also in the proportions allotted to 
any given plant expenditure, with de- 
ferred or accrued amounts held in sus- 
pense within the plant account. 


The amount of expense so capitalized 
is not reported by companies, while in- 
terest amounts may be stated. It was 
unusual but logical when one company 
(in surplus account) capitalized a por- 
tion of dividends paid, as capital for 
large work-in-progress came from sales 
of shares. Such a capitalization did not 
give rise to income taxes and the plant so 
represented was not accepted by tax au- 
thorities as a depreciable asset. In fact, 
it appears that interest capitalized may be 
excluded from taxable income, but a like 
amount of plant becomes unavailable for 
depreciation, as far as tax calculation 
goes. 


Depreciation may be ordered by the 
board at overall rates or at rates worked 
out for different classes of assets. Na- 
turally, they have been straight line rates 
and can bring conflict with the new tax 
regulations based on reducing balances. 
There are utilities with a 3% rate or less 
and others that may have a 4% rate. It 
was not until January, 1951 that the 
original 4% (on balance only) for util- 
ity plants became amended and an- 
nounced as 6% — with the usual 30% 
rate for buses. This very well removed 
conflicts and was just. 

A public utility manager used to argue 
that a 15% reserve for depreciation 
would be sufficient, because that was all 
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a number of companies showed. In 
theory, however, a stabilized company 
of some age could have a reserve up to 
50%. In present circumstances, with 
large and ever more‘ costly additions, 
the reserve percentage is apt to be re- 
tarded or reduced. So long as the re- 
serve represents the estimated loss of 
plant value from use and age (less any 
final scrap value) the actual percentage 
of reserve to plant is not of consequence. 
Catastrophes or exceptional obsolescence 
may not be covered by normal provisions. 
Appraisal costs etc. may be depreciable 
items for board purposes, but not for 
tax purposes. A case has arisen where 
the board has ordered a specific annual 
write-off to reduce and eventually re- 
move such intangible amounts from the 
assets. 


Renewals and replacements of plant 
may be substantial, with their cost plus 
expense of removal (less salvage) as a 
charge to the reserve. 


Like other companies, utilities are 
finding that they may have a reserve able 
to bear such charge, but that they have 
to find much larger funds to finance the 
replacements. 

Relining of coke ovens in a gas plant 
is an illustration of short-lived plant be- 
ing replaced without, possibly, any due 
amount of reserve, unless some general 
rate is high enough to cover it. On the 
other hand, it may be too substantial to 
be called an expense. 


Working Capital 

Ordinary ratios of current assets and 
liabilities do not apply. Prompt pay- 
ment of monthly (or now bi-monthly) 
accounts means a continuous intake of 
cash, while liabilities may have usual 
credit terms. Unless unused proceeds of 
securities sales on the one hand and 
bank loans pending such sales on the 
other are distinguished from current ac- 
counts, there can be large variations in 
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the current position. A certain utility 
regularly had an apparent deficiency of 
working capital in past years — although 
it was apparent and not real. English 
parties interested in purchase of that 
company’s securities first asked for a 
report on this situation and became satis- 
fied. 


Profits and Surplus 

The war years saw a rather maximum 
use of facilities and abnormal profits, 
with substantial taxes at 100% possibly 
included in expense. The repayment to 
the companies of refundable taxes has 
introduced an exceptional income, but 
this is becoming a matter of history, since 
one company after another finds it is now 
necessary to apply for increases in rates. 

Amortization of costs respecting bond 
issues is a common enough charge to sur- 
plus, with less uniformity respecting the 
expense connected with issues of shares. 
Reserves for contingencies are frequently 
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established with no related tax allow- 
ance. In fact, even a reserve for un- 
collectible accounts may have short shrift 
for tax purposes, particularly as there 
may be a substantial amount of custom- 
ers’ deposits to assist in collection from 
delinquents. The relatively stable em- 
ployment available to utility staffs may 
result in lifetime employment, so that 
pension or retirement costs can be im- 
portant. 


Conclusion 


Those wishing really studied and 
weighted reviews of public utilities will 
not find them in the foregoing observa- 
tions. 

A recent statement in an annual re- 
port that a 19% increase in rates was the 
first in a century and that it left rates 
below the pre-war level points the fact 
that utility services are obtainable at very 
moderate cost. This stimulates their 
further use. 











The Background of 


IX 1938 the then nine provincial 
Institutes of Chartered Accountants 
decided that it was in the interests of 
the individual Institutes and the pro- 
fession as a whole that the examina- 
tions for admission to the various In- 
stitutes of Chartered Accountants in 
Canada should be as uniform as pos- 
sible. In addition, they believed that 
the various Institutes working together 
could perform the examination task 
more efficiently than if each operated 
independently. As a result, it was 
agreed that the provincial Institutes 
would set up a committee of the In- 
stitutes to co-ordinate the efforts of 
the nine bodies in the field of examina- 
tions. 

This committee of the Institutes de- 
cided that the work of setting the ex- 
amination papers and marking the 
papers submitted by the candidates 
would best be done by a small com- 
mittee. Thus it was that a sub-com- 
mittee, the Board of Examiners-in- 
Chief, was set up to administer the 
examinations for each of the co-oper- 
ating Institutes. It is this Board which 
prepares for the Institutes the uniform 
intermediate and final auditing and ac- 
counting examination papers and which 
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How the uniform examinations are prepared and marked 
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recommends to the Institutes the stand- 
ing which should be given to the var- 
ious candidates who sit for any particu- 
lar examination. 

Today, the committee of the Insti- 
tutes is composed of a representative 
of each of the ten provincial Institutes 
of Chartered Accountants with a chair- 
man and a vice-chairman appointed by 
the council of the Canadian Institute. 
The vice-chairman of the committee 
is the chairman of the Board of Exam- 
iners-in-Chief. The committee, at its 
1950 meeting, decided that for the 
1951 examinations each of the Insti- 
tutes of British Columbia, Saskatch- 
ewan, Ontario, Quebec and Nova 
Scotia should be asked to appoint one 
member to the Board and that the 
Quebec Institute should be permitted 
to appoint an additional French-speak- 
ing representative if desired. The sec- 
retary of the Canadian Institute is the 
secretary of the Board as well as of the 
committee. 


Examination Syllabus 
The syllabus for the intermediate 
and the final examinations is laid down 
by the committee of the Institutes. At 
the intermediate stage the syllabus sets 
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out, in broad terms, the areas upon 
which students may expect to be ex- 
amined. At the final level, however, 
the syllabus states that “the field cov- 
ered by the accounting papers requires 
a broad general knowledge of all as- 
pects of accounting including ... ” 
and goes on to state that the auditing 
papers cover the general field of audit- 
ing and investigations. Final students 
are thus expected to prepare themselves 
to answer questions which might prop- 
erly be asked of anyone seeking quali- 
fication as a chartered accountant. 


Every effort is made to provide that 
the scope of the examination papers 
and the difficulty of the questions is 
such that the average candidate sitting 
for the intermediate or the final exam- 
ination who has had the usual practical 
experience expected at the intermediate 
or final stage, as the case may be, and 
who has conscientiously pursued his 
studies to that level, should pass the 
examination without difficulty. 


Preparation of the Papers 


The first step in the preparation of 
the examination papers for any exam- 
ination is the selection of the topics 
to be considered for each particular 
paper. After the preliminary selection 
of topics, questions are drafted cover- 
ing each of the topics so selected. At 
this stage an estimate is made of the 
value of each question, in terms of 
marks, and questions totalling between 
250 and 300 marks are drafted for each 
of the four intermediate and six final 
papers. The first draft of the ques- 
tions for any particular paper is re- 
viewed by a member of the Board and 
he selects those he thinks most suitable 
for consideration for that paper. At 
this stage the Board member may sug- 
gest improvements such as differences 
in approach or in the type of ques- 
tion. The questions with an estimated 


value of approximately 150 marks that 
are the first choice of the Board mem- 
ber form the basis of the second draft 
of the papers. 


The second draft of the papers con- 
sists of a rewording of the questions 
to eliminate possible ambiguities or 
misleading inferences and to state as 
clearly and precisely as possible exactly 
what is expected in the way of an 
answer from the candidate. At this 
stage answers are prepared for every 
question on the drafts as a further 
check on the wording of the questions 
and their scope and difficulty. This 
second draft of the papers goes to all 
the members of the Board, and various 
members arrange for the questions to 
be worked out and answered in detail 
as a further check on possible ambigui- 
ties and on the probable time that 
should be allotted to the various ques- 
tions. 


Detailed Review of All Questions 


When the Board members have had 
an opportunity to review the drafts, 
they meet and consider in detail each 
question suggested for each paper. At 
this time the Board gives further con- 
sideration to the advisability of includ- 
ing a particular question, the type of 
question suggested, the clarity of the 
wording of each question and the 
marks to be allotted to the various 
questions. Great care is taken to word 
each question so that candidates can 
be expected to answer exactly what is 
asked for in the question. If it be- 
comes apparent that there is a “trick 
point” in the question as drafted, the 
wording is revised to clarify the ques- 
tion. At the same time the Board re- 
views the answers that have been pre- 
pared by the central office and the 
members of the Board, not only to 
determine the suitability of the ques- 
tions but also to decide upon the level 
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of achievement to be expected of can- 
didates and the relative weighting of 
the various points that may be brought 
out in candidates’ answers. In allotting 
marks to a question the importance 
of the topic covered, the answer re- 
quested, and the probable length of 
time required by the average student 
to answer the question are all consid- 
ered. 


By the time the review is completed, 
questions which have been allotted 
marks totalling 100 have been chosen 
for each paper. These revised drafts 
are then sent to the members of the 
Board for further consideration and 
to the various Institutes or the respec- 
tive university examining boards, which 
are required to administer the examin- 
ations for some of the Institutes. This 
review by the Institutes and examining 
boards brings forth a further series of 
suggestions for clarification in wording, 
allotment of marks, types of questions, 
and so forth. These suggestions are 
considered by the Board and discussed 
with the various Institutes to reach a 
general agreement as to which should 
or should not be adopted. When the 
final decision is reached the papers 
are then printed and distributed to the 
Institutes. 


Handling of Candidates’ Answer Papers 


After the candidates have handed in 
their solutions to the presiding officers 
these are sent to the central office for 
tabulation and distribution to the grad- 
ers. As the papers are received in the 
central office they are checked to the 
lists of candidates’ papers handed in 
which have been sent in by the officers 
in charge of each examination hall. 
Thus all papers handed in by candi- 
dates are accounted for. 

The members of the Board, the cen- 
tral office, and the graders know only 
the candidates’ examination’ numbers. 


These numbers are those appearing on 
the cards given to the candidates at 
the start of the examinations. The can- 
didates write their name on one half 
of the numbered card, seal this half in 
the envelope provided, and write the 
number on the face of the envelope. 
Each candidate is supposed to write his 
number on each sheet of his answer 
papers and on the envelope in which 
he hands in his answers. Not until the 
council of the Institute or the univers- 
ity examining board has made its final 
determination as to the standings of 
the various candidates are the envelopes 
containing the stubs of the candidates’ 
number cards unsealed and the success- 
ful and unsuccessful candidates in- 
dividually identified. To make sure 
that each candidate is graded upon the 
answers that he has submitted and that 
the answer sheets of different candi- 
dates do not get mixed, the first step 
taken by the graders upon opening 


the answer envelopes is to check the 
identification numbers appearing on the 
individual answer sheets with the num- 
ber appearing on the envelope, and to 
write on the number where the candi- 
date has omitted to do so. 


Grading Basis 


For the Fall 1950 examinations ap- 
proximately 80 chartered accountants 
participated in the grading of over 
7,000 papers. These people worked 
up to three weeks at the task and were 
organized into five groups working in 
five different cities. 

The individual graders prepare solu- 
tions for the questions they will be 
grading. These solutions are then 
compared with those drafted by the 
Board and considered in the light of 
the Board’s information as to the points 
to be brought out by the candidates 
and the basis of grading. After dis- 
cussing possible variations with the 
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supervisor and the member of the 
Board in charge of the grading at the 
particular centre, the preliminary grad- 
ing basis is arrived at. 


To ensure that appropriate credit is 
given to the variety of answers that 
are presented as solutions to any par- 
ticular question, the graders are cau- 
tioned repeatedly that they must be 
on the look-out for points brought out 
by candidates that had not been fore- 
seen in drawing up the preliminary 
grading basis. In this respect the grad- 
ers may find that there are one, two, or 
perhaps more, different solutions to 
some of the questions which are to be 
classed as being worth full marks. To 
test the preliminary basis of grading 
and to get some idea of the variety 
of solutions that may be forthcoming, 
each grader marks a group of papers, 
and as a result of what is found on this 
test grading, the preliminary basis is 
revised. Each change in the basis is 
made only after discussion with the 
supervisor and the member of the 
Board and details of the change are 
recorded for future reference. As soon 
as the Board member, supervisor and 
graders are satisfied that they have ar- 
rived at a reasonable basis the task of 
actually grading the papers is com- 
menced. 


Each person grades one question, so 
that in a paper with eight questions, 
eight different people have to assess 
the candidates’ answers before the 
standing on the paper as a whole is 
arrived at. This arrangement of the 
task, coupled with the concealment of 
the identity of the candidates by means 
of numbers, makes it impossible for 
personal likes or dislikes to influence 
the standings accorded a candidate. 


To ensure that the basis does not 
change from day to day, each grader 
submits a daily report showing the 
marks allotted to every question that 


he has graded that day. Any significant 
variation in the basis will come to light 
on the comparison of these reports day 
by day. If any variation does appear, 
it is discussed with the grader and 
either a satisfactory explanation of the 
circumstances is arrived at or the can- 
didates’ answer papers are regraded on 
the proper basis. In addition, the su- 
pervisors are continually reviewing the 
work of the graders, by remarking 
sample groups of papers, to see that 
the grading is being done on a proper 
and consistent basis. 


Review of Marking 


After this first grading of the papers, 
a review is undertaken of the papers 
of the candidates who have not secured 
passing marks, but have come within 
approximately 10 marks of passing in 
the two intermediate or the three final 
auditing or accounting papers. These 
papers are reviewed by the more exper- 
ienced graders, who look at the papers 
as a whole to determine if the student 
has exhibited a sufficient knowledge 
of auditing or accounting to justify a 
pass. If they are of the opinion that 
the candidate has shown enough 
knowledge, his marks will be raised to 
the pass level; if not, they are left as 
they stand. 

To avoid overlooking any solution 
submitted by a candidate and to make 
sure that the marks obtained on the 
various questions are properly totalled 
all grading summaries are rechecked, 
special attention being paid in instances 
where it appears that the candidate has 
not submitted answers to all questions. 
After the initial and the review grad- 
ing has been completed at the various 
centres the papers are then returned 
to the central office. Here the addi- 
tions of the grading summaries are 
again rechecked and the papers are 
checked off against the reports of can- 
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didates writing which were submitted 
by the officers presiding over each of 
the examination halls. Thus, if a can- 
didate’s paper should become lost, 
which fortunately has never happened, 
the loss would be evident and presum- 
ably the Board would have to give 
special consideration to the case. The 
marks accorded the various papers of 
each candidate are tabulated and, on 
the basis of the marks so obtained, a 
preliminary summary of the examina- 
tion results is arrived at. 


Review by the Board 


The members of the Board then meet 
to review the results of the grading. 
The first step undertaken at this meet- 
ing is a study of the basis of marking. 
The members of the Board who have 
been in charge of the grading of the 
various papers report on the findings 
of the individual graders and super- 
visors as to the apparent level of dif- 
ficulty of the questions, any ambiguities 
that appeared to have been present in 
the questions, and any other significant 
points that arose during the grading 
process. The members of the Board 
then regrade a sample of the papers 
to satisfy themselves that the papers 
have been fairly graded and that con- 
sistency has been maintained as between 
the various candidates. If the Board 
finds that a question or a paper has 
not been properly graded all such 
papers are regraded on the proper 
basis. 


Candidates whose marks fall in the 
“shadow area”, that is within a few 
marks below the pass level, in auditing 
or accounting are considered individ- 
ually by the Board. In addition to 


this review of candidates in this area, 
special consideration is given to those 
papers where the mark recorded can be 
regarded as unusual. For instance, if a 
student has received good marks in 
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three of his intermediate papers and 
has received an extraordinarily low 
mark in the fourth, this paper is re- 
viewed to make sure that he has been 
credited with all the marks he should 
receive and that there has not been a 
mechanical error in arriving at the total 
marks for the paper. 

After the review of the borderline 
and special cases the Board is then in 
a position to report to the Institutes 
their recommendations as to the stand- 
ings to be given to the various can- 
didates. 


Papers Written in French 


Students in Quebec have the right 
to submit their answers in English or 
French. To ensure that the papers 
as translated into French and that the 
answers submitted in French are treated 
on the same basis as those in English, 
a close liaison is maintained with the 
French examining boards. The papers 
are first translated by an official trans- 
lator and then the translation is review- 
ed in detail by two representatives of 
the French board. The candidates’ 
papers are graded by members of the 
French board and all results falling 
in the “shadow area” are reviewed. 
The French-speaking member of the 
Board of Examiners-in-Chief reviews 
the marking of the French papers to 
make sure that they have been graded 
on the same basis as the English papers, 
and the individual cases are reviewed 
on the same basis as those of the can- 
didates answering in English. 


Standings Are 
Determined by the Institutes 
It may be well to point out again 
that it is the councils of the various 
Institutes or the examining boards of 
the universities having the jurisdiction 
that make the final decision as to who 
has and who has not passed in any set 
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of examinations. The Board of Exam- 
iners-in-Chief acts as the executive arm 
of each of the Institutes, carrying out 
the task of drafting and grading the 
papers. Fortunately for the sake of the 
concept of uniform examinations, the 
few changes that have been made in the 
standings as recommended by the 
Board have been to cope with special 
circumstances which could only be 
known to the local councils or exam- 
ining boards. After the councils or 
examining boards have made their de- 
cisions as to the standings of the var- 
ious candidates, the sealed envelopes 
in which the candidates placed their 
identification number stubs are opened 
and it is then, for the first time, that 
anyone knows the standing that any 
particular individual has achieved. The 
results are then released to the candi- 
dates. 


Appeals 
Some of the Institutes provide for 
appeals of examination results. The 


candidate appeals through his own In- 
stitute or examining board and the 
appeal is transmitted to the Board of 
Examiners-in-Chief. The appealed 
paper is re-read to determine if it has 
been properly graded and treated on a 
basis consistent with that accorded the 
other candidates who wrote the exam- 
ination. If the reviewer finds that no 
material points made by the student 
have been overlooked and that the 
grading basis was consistent, the mark 
originally reported will be confirmed. 
If not, the adjusted mark will be de- 
termined by the Board and the report 
to the Institute amended accordingly. 
Fortunately the number of instances in 
which errors in grading are found is 
very small. By reason of the care taken 
in setting and grading the papers and 
the individual consideration given to 
the borderline cases, over the years of 
the uniform examinations only 1% of 
the appeals submitted have resulted in 
a change in the original standing. 











“Thirty Days Hath September” 





By Lawrence P. Jennings 


The Gregorian Calendar need not be an obstacle to the 
preparation of comparative monthly reports on production, sales, etc. 





O FAR as I know, Ugo Buoncom- 
pagni was neither an accountant 
nor a businessman yet, as Pope Gregory 
XIII, he created one of the most obsti- 
nate problems faced by members of the 
accounting profession, through the es- 
tablishment of the Gregorian calendar. 
This version of the 12-month calendar, 
under which we still record the passage 
of the year’s time, contains many ob- 
vious defects from the standpoint of 
going-concern accounting. Adjustments 
must be made if operating reports pre- 
pared for top management are to contain 
information immediately usable for com- 
parison and control purposes. 


Probably the most outstanding defect 
is the variation in the number of days 
in each month. A 31-day January fol- 
lowed by a 28-day February can be par- 
ticularly vexing to the accountant who 
must prepare comparative production re- 
ports, sales reports, or controllable cost 
reports. Not only must some adjustment 
be made for the difference between the 
total number of days in each month, but 
further adjustment must be made for the 
difference in the number of working days 
in each month. Other defects which 


might be noted include the fact that 
quarterly reports require similar. adjust- 
ments and special problems exist in the 
handling of legal holidays, which may or 
may not require adjustments. 


Two Ways of 
Applying the 13-Period Year 

Fortunately, the calendar problem is 
not insoluble. Probably the most widely 
applied solution to the problems im- 
posed by the Gregorian calendar is the 
13-period accounting year which has been 
used for many years by some of the 
larger business concerns throughout the 
country. Its international counterpart is 
the proposed world calendar and this 
will also be discussed. Under the 
13-period plan, the calendar year is 
divided into 13 periods of four weeks 
each, with each period having 28 days. 
With the exception of periods contain- 
ing legal holidays which fall on work 
days, all periods are the same length 
and are, therefore, comparable without 
adjustment. As a result, the cause of 
variations, as reflected by comparative 
reports from month to month, can be 
traced to operating causes without the 


Reprinted from the March 1951 issue of the N.A.C.A. Bulletin (Section 1) 
153 





154 The Canadian Chartered Accountant, October, 1951 


prior necessity of determining to what ex- 
tent they are attributable to calendar 
irregularities. 

However, the Gregorian calendar can- 
not be disposed of without making some 
allowance for the fact that the 13-period 
calendar accounts for only 364 days of 
the year, leaving one day left over in 
ordinary years and two days in leap years. 
These extra days may be taken care of in 
one of two ways. The method used by 
the majority of business concerns which 
have adopted the 13-period calendar 
is to let the extra days accumulate 
until they amount to a week and then to 
insert a week every five or six years in 
one of the 13 periods. The choice of 
years for this purpose is dictated by the 
number of leap years that may intervene. 
Of course, when the extra week is in- 
serted, the period affected is no longer 
comparable with the other periods in the 
year in question and allowance must be 
made for this in comparative statements. 
The other method of taking care of the 
extra day or days is to include it (or 
them) in the thirteenth period. As in 
the case of the first method, this will 
result in a period not directly comparable 
with the other periods of the year and 
for which allowances must be made. 


The popularity of the first method may 
possibly be attributed to the fact that 
under it every period always begins and 
ends on the same day of the week. Such 
an arrangement not only provides an 
opportunity for more efficient scheduling 
of the accounting department work load, 
but may be further rendered convenient 
by providing accounting periods which 
coincide with pay-roll periods, thus elim- 
inating accruals with their attendant ad- 
ditional bookkeeping entries. These pos- 
sibilities are lacking in the second method 
under which, as under the Gregorian 
calendar, every year begins on January 1 
and on different days of the week in 
successive years. 


Characteristics of 
Proposed World Calendar 


The world calendar — which has been 
proposed for international adoption and 
which even now is on the agenda of the 


“United Nations — might well be consid- 


ered at this point since it represents 
another possible solution to the calendar 
problem. The world calendar is made 
up of 12 months, four of which consist 
of 31 days and eight of which have 30 
days. Because the 31-day months are 
January, April, July, and October — the 
first month in each quarter — each quar- 
ter contains 91 calendar days. In addi- 
tion, each quarter begins on a Sunday 
and ends on a Saturday. Legal holidays 
fall on the same day every year. Be- 
cause the world calendar accounts for 
only 364 regular days, the extra day is 
considered a world holiday and follows 
December 30, the last day of the world 
calendar year. The same treatment is 
accorded the extra day accruing in leap 
years except that this extra day is in- 
serted after June 30. 


As a solution of the problems encoun- 
tered with the Gregorian calendar, how- 
ever, particularly the problem of the var- 
iation in the number of working days in 
each month, the world calendar falls far 
short of the mark. Without considering 
legal holidays, the world calendar con- 
tains four months with 21 working days 
and eight months with 22 working days, 
excluding Saturdays and Sundays which 
are not regular working days in most in- 
dustrial concerns. When the incidence 
of six legal holidays is added to these 
variations, the result is two months con- 
taining 20 working days, five months of 
21 working days, and five months of 
22 working days. Inasmuch as the mo- 
tivating factor behind calendar reform — 
insofar as industry is concerned — is the 
desire to level off the number of working 
days in each month so that direct com- 
parisons may be made without adjust- 
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ment, it appears that the world calendar 
does not offer the solution. 


Disadvantages 
of 13-Period Calendars 

Thus far in our review of methods of 
applying the 13-period calendar we have 
considered primarily the advantages 
which might be realized by its adoption. 
At this point, let us consider a few of the 
disadvantages. One disadvantage which 
is of particular importance to the indus- 
trial accountant is the fact that while the 
13-period year levels off the Gregorian 
calendar into 28-day units, it does not 
go all the way to correct the variation 
in the number of work-days in each 
month. At the present time, most in- 
dustrial concerns observe six legal holi- 
days per year, each of which falls in a 
different month of the year. When these 
holidays fall within the normal work- 
' week the result, insofar as the 13-period 
calendar is concerned, is that six periods 
have 19 working days and seven 
periods contain 20 working days. If 
the industry is one which observes piant- 
wide vacation periods, the situation is 
further aggravated by a period containing 
only 10 working days. Under circum- 
stances such as these, the adoption of 
the 13-period calendar would be of no 
avail in solving the basic problem, the 
variation in the number of days in each 
accounting period. 

Another disadvantage, and one which 
varies directly with the size of the ac- 
counting operation, is the fact that 13 
periods mean an additional closing and 
the preparation of an additional group 
of all operating reports. While some 
applications of the 13-period plan may 
result in clerical savings which more than 
compensate for the cost of the addition- 
al closing and related reports, there will 
be applications, particularly among the 
larger companies, in which such addi- 
tional costs will present serious problems. 

A third disadvantage in the 13-period 
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Mr. Lawrence P. Jennings is 
a member of the staff of the 
Office Methods and Procedures 
Division, Caterpillar Tractor Co., 
Peoria, Ill. He received his ac- 
counting training at Bradley Uni- 
versity, Peoria. 


plan is the problem encountered in the 
handling of fixed charges, such as rent- 
als, salaries, and contract services. While 
salaries may possibly be handled so that 
payment is made on the basis of 13 pay 
periods, expenses involving other com- 
panies and outside agencies will con- 
tinue to become due on fixed days of 
the month without regard to the account- 
ing periods established. 

Finally, there is a further disadvant- 
age, which is usually pointed. out by 
proponents of the 13-period plan them- 
selves in recommending that it be adopt- 
ed for internal accounting records only. 
Where monthly financial statements must 
be prepared for stockholders — or for 
the ever-increasing number of govern- 
mental agencies — adjustments must be 
made so that the financial statements con- 
form to the Gregorian calendar. 


The 21 Work-Day 
Accounting Month 


In view of these disadvantages, it ap- 
pears that the 13-period calendar is not 
the solution for which we are seeking. 
What, then, is the solution? A few 
years ago the accounting department of 
Caterpillar Tractor Co. reached the point 
in its development at which the rapid 
expansion of the company dictated the 
need for some solution to the calendar 
problem. Because Caterpillar conducts 
the type of operation which would be 
most adversely affected by the disadvant- 
ages of the 13-period calendar in that 
it observes six legal holidays a year and 
effects a plant-wide vacation shutdown of 
two weeks, it was immediately evident 
that some other solution must be evolved. 








156 


That solution was the 21 work-day ac- 
counting month. 


The 21 work-day accounting month, 
based on a five-day week, Mondays 
through Fridays, is both simple in op- 
eration and sound in approach. The 
theory behind it is a combination of 
simple mathematics and common sense. 
In any ordinary year, after allowances are 
made for Saturdays, Sundays, and six 
legal holidays, there are 255 working 
days which must be allocated over 12 
working months. The application of 
simple mathematics discloses that there 
are 21.25 working days in each work- 
ing month. The application of common 
sense indicates that the 21 days will con- 
stitute an average work month provided 
that the extra one-fourth of a day is in- 
cluded in the vacation month. This will 
be distorted in any event because of the 
plant-wide shutdown. 


From that beginning, the establish- 
ment of the 21 work-day accounting 
month proved to be a simple and effec- 
tive measure. A glance at the calendar 
for the year 1951 and the application of 
the following instructions will demon- 
strate the foregoing statement. 


1. Starting with January 2 (remem- 
bering that Saturdays, Sundays, and six 
holidays do not constitute work-days) 
count off 21 working days and draw a 
circle around the twenty-first day. 


2. Repeat this procedure until the last 
complete 21 work-day period immediate- 
ly prior to the vacation month of Aug- 
ust is reached. 

3. Count backward from the last 
working day in December, continuing 
to count off periods of 21 working 
days, until the first complete 21 work- 
day period immediately following the 
vacation month of August is reached. 

4. The period between the last dates 
noted in 2 and 3 above constitutes the 
accounting month of August. 
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If these instructions have been fol- 
lowed, accounting cut-off dates for 
every month in 1951 will have been 
established as follows: 


No. of 

Working 
Month Cut-Off Date Days 
Jan Jan 30 21 
Feb Feb 28 21 
Mar Mar 29 21 
Apr Apr 27 21 
May May 28 21 
June June 27 21 
July July 27 21 
Aug Aug 30 14 (Vacation) 
Sept Oct 1 21 
Oct Oct 30 21 
Nov Nov 29 21 
Dec Dec 31 21 


245 


The accounting department at Cater- 
pillar Tractor Co. establishes accounting 
cut-off dates in this manner every year 
and such dates are used throughout the 
entire organization in the accumulation 
of all the facts and figures which must 
be compiled by the accounting depart- 
ment in discharging its many obligations 
to operating management. In reviewing 
this schedule of dates, certain facts be- 
come immediately apparent. Like the 
13-period plan, our system is faulty in 
that we always have one period during 
the year which is not directly comparable 
with any other period. On the other 
hand, our system provides 11 periods 
which are identical. 


Because accounting months coincide 
with calendar months to a great degree, 
no adjustments are required to work ac- 
counts payable and accounts receivable 
into the system. As a result, the 21 
work-day accounting month can be and 
is used for all accounting records, in- 
cluding financial statements prepared for 
outside agencies. Because the 21 work- 
day accounting month results in the con- 
ventional number of 12 months a year, 
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the costs of additional closings and ad- 
ditional reports inherent in the 13-period 
accounting year are avoided nor need 
fixed charges be reallocated from their 
monthly incidence, since they will fall 
naturally into the accounting month. 

Based upon the experience of the past 
few years, the 21 work-day accounting 
month offers tremendous possibilities to 
the accounting department of going con- 
cerns. The standardization of all com- 
pilations of facts and figures results in 
operating reports which may be compared 
to prior months‘ reports without adjust- 
ment and also compared to each other 
in every instance where the factors of 
production and merchandising may be 
related. 


Except (Only) August 
The Gregorian calendar presents a real 
problem to the going-concern account- 
ant. Charged with the responsibility of 
keeping his finger on the business pulse, 
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he must constantly adjust for the varia- 
tions in time periods if he is to in- 
terpret that pulse accurately. Although 
certain benefits may accrue through sub- 
stitution of the 13-period accounting 
year, this remedy is not completely ade- 
quate because: 

1. It does not level off the calendar 
month into work-day units which 
are comparable, at least not more 
than 50% of the time. 

2. It involves extra labor caused by 
additional closings and reports. 

3. It is limited in scope to internal 
accounting. 

4. It presents additional problems in 
the allocation of fixed charges. 

The 21 work-day accounting month 

— although only eleven-twelfths perfect 
— is the business pulse because it is re- 
lated to that unit which is being meas- 
ured and reported upon, the work-day, 
and contains none of the disadvantages 
inherent in the 13-period plan. 


A POST-CONVENTION PUZZLE 


A correspondent sends in the following puzzle, remarking that it might be a timely 
one immediately following the Banff meeting as some of the chaps might be able to give 


the answer directly from experience! 


The Princeton University Library acquired an arithmetic notebook kept by a 14-year-old 


New Jersey schoolboy back in 1721. 


Sample problem: “A Certain man and his wife did 


usually drink out a vessell of beere in 12 dayes and the Husband found by offten ex- 


perience That his wife being absent it would Last him 20 days then. 


Question is how 


many dayes the wife would be a drinking it alone.” — Time, August 20, 1951 
Answer on page 160 
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‘THE INSTITUTES OF CHARTERED ACCOUNTANTS 


Time Table of October 1951 Uniform Examinations 


The Board of Examiners-in-Chief according to the following timetable. 
gives notice that the 1951 Fall exam- The morning sessions will be from 9 
inations of the Institutes of Chartered am. to 1 p.m. and the afternoon 
Accountants in Canada will be written sessions from 2 p.m. to 6 p.m. 


Wednesday, 17th October 
Morning session — Final Auditing I 


Afternoon session — Intermediate Auditing I 


Thursday, 18th October 
Morning session — Final Auditing II 


Afternoon session — Intermediate Auditing II 


Friday, 19th October 
Morning session — Final Auditing III 


Afternoon session — Intermediate Accounting I 


Monday, 22nd October 
Morning session — Final Accounting I 


Afternoon session — Intermediate Accounting II 


Tuesday, 23rd October 


Morning session — Final Accounting II 


Wednesday, 24th October 


Morning session — Final Accounting III 





: 
: 





Professional Notes 





ALBERTA 
Messrs. Francis Gordon-Cooper, C.A. and 
George U. Clarke, C.A. announce the forma- 
tion of a partnership for the practice of their 
profession under the firm name of Clarke and 
Gordon-Cooper, Chartered Accountants, with 
offices at 002 Barron Bldg., Calgary. 
a7 - a 
Mr. Alex Muirhead, C.A. announces that 
he has acquired the practice of Mr. J. Frazer 
Ross, C.A. at Grande Prairie. 


BRITISH COLUMBIA 


Mr. A. Harry Affleck, C.A. announces the 
removal of his offices to the Zeller Bldg., 604 
Columbia St., New Westminster. 

s e a 


Messrs. Gunderson, Stokes, Peers, Walton 
& Co., Chartered Accountants, and Mr. Robert 
Cheyne, C.A. announce that their practices 
have been combined and are now being car- 
ried on under the firm name of Gunderson, 
Stokes, Peers, Walton & Co., with offices at 
605 Courtney St., Victoria, and 475 Howe 
St., Vancouver. 

e * © 

Mr. Hugh R. Horne, C.A. announces the 
opening of an office for the practice of his 
profession at 207 Standard Bldg., Vancouver. 

7 o A 

Mr. Walter L. Turnbull, C.A. and Mr. 
Patrick M. Reynolds, C.A. recently announced 
the amalgamation of their practices to operate 
in partnership under the firm name of Turn- 
bull & Reynolds, Chartered Accountants, at 
810-402 W. Pender St., Vancouver. 


Messrs. Buttar & Chiene, Vancouver, an- 
mounce that Robert Berry, C.A. has resigned 
from the partnership. The firm will continue 
to practice under the same name at 789 W. 
Pender St., Vancouver, with Hall C. Chiene, 





F.C.A., Frank Moreton, C.A. and Douglas M. 
Walker, C.A., as partners. 


Mr. Robert Berry, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 902 Seymour Bldg., 525 Seymour 
St., Vancouver. 

a e e 


Messrs. Desmond L. O’Brien, C.A. and 
Carson G. Manzer, C.A. announce the forma- 
tion of a partnership for the practice of their 
profession under the firm name of O’Brien, 
Manzer & Co., Chartered Accountants, with 
offices at 45 Kingsway, Vancouver. 

se * * 


Messrs. William G. Briggs, C.A. and Robert 
D. Young, C.A. have amalgamated their prac- 
tice and formed a partnership under the firm 
name of Briggs & Young, Chartered Account- 
ants, with offices at Ste. 8, 675 Davie St., 
Vancouver. 


NEW BRUNSWICK 


Mr. J. K. Logan, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 668 Dunn Ave., West Saint John. 


ONTARIO 


Mr. Norman B. McLeod, C.A. announces 
the removal of his office to the Bank of Nova 
Scotia Bldg., King and Bay Sts., Toronto. 


Messrs. Holland Pettit, Jr., C.A., R. Douglas 
Hill, C.A., and R. C. Bertram, B.Com., C.A. 
announce the formation of a partnership for 
the practice of their profession under the 
firm name of Pettit, Hill and Bertram, Char- 
tered Accountants, with offices at 199 Bay 
St., Toronto. The partnership will be as- 
sociated with the firm of Oscar Hudson and 
Co., Chartered Accountants. 
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CORRECTION 


In the*September issue it was announced 
in error that Messrs. Thorne, Mulholland, 
Howson & McPherson, Chartered Account- 
ants, had admitted Mr. J. L. Caskey, C.A. 
to partnership in their Galt office. This 
should have read Mr. J. L. Davidson, C.A. 


QUEBEC 


Mr. R. G. Bremner, C.A. announces the 


News of Our Members 





Dean J. H. Thompson, M.B.A., F.C.A., 
Dean of Commerce, University of Saskatch- 
ewan, addressed the Retail Merchants’ Asso- 
ciation on “Education in Business” at their 
recent convention held in Saskatoon. 

+ * * 

Mr. H. John Burns, C.A. (B.C.), has 
been appointed comptroller of the Powell 
River Co., Vancouver. 

* * «& 

Mr. Louis Driscoll, C.A. (Man.), has been 
appointed treasurer of United Grain Grow- 
ers Ltd., Winnipeg. 


Obituary 


T. H. Ralph Brock 
The President and Council of The Institute 
of Chartered Accountants of Ontario announce 
with regret the sudden death of T. H. Ralph 
Brock on September 3, 1951, at Ipperwash 
Beach, Ontario. Mr. Brock was senior part- 
ner of the firm of Brock, Davis, Dunn and 





opening of an office for the practice of his 
profession at 1461 Crescent St., Montreal. 
e a ° 

During September and early October the 
Chartered Accountants Students’ Society of 
Quebec held a series of pre-examination lec- 
tures and discussions for both intermediate 
and final students. These lectures are given 
each year and are intended to assist the 
students in their review and preparation 
for the uniform examinations. 


Mr. J. Gordon Mock, C.A. (Que.), has 
been elected chairman of the Montreal 
Chapter of the Society of Industrial and 
Cost Accountants of Quebec. 

* * * 

National Breweries Ltd., Montreal, an- 
nounces the appointment of Mr. J. A. Des- 
rochers, C.A. (Que.), as general manager 
and secretary-treasurer. 

* * * 

Mr. W. Angus Smyth, C.A. (Que.), has 
been appointed controller of Armstrong 
Cork Canada Ltd., Montreal. 


Broughton, Chartered Accountants, of Kitch- 
ener. He was born at Kerwood and grad- 
uated from Queen’s University. After service 
in the First World War, he settled in Kitch- 
ener and became a member of the Ontario 
Institute in 1928. To his wife and family 
the Institute extends sincere sympathy. 


ANSWER TO PUZZLE ON P. 157 
30 days! 
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The Students’ Department 


J. E. Smyth, C.A., Editor 








NOTES AND COMMENTS 


eo time to time we have thought 
our accounting experience deficient 
because we have never seen a Bills Re- 
ceivable Book used as a book of or- 
iginal entry. Occasionally the dark 
thought has even come to us that by 
rights we should put our C.A. certificate 
in escrow until we did encounter such 
a book. 

The Bills Receivable Book parades 
quite as confidently through the pages 
of our elementary accounting texts as 
any other book of original entry. We 
fear that to challenge its place in the 
parade at this late date would border 
on sedition; but after talking to some 
fellow accountants recently, we feel 
seditious. 

We feel rebellious, in fact. All these 
years, our conscience heavy for never 
having seen a Bills Receivable Book 
used as a book of original entry, and 
now we find other accountants with a 
great deal more experience than we 
have, who haven’t either. 

Of course we admitted it first, very 
humbly, and scarcely above a whisper. 
Judge of our surprise when, instead 
of drawing looks of contempt from 
these other accountants, a look of guilt 
came over their faces too. One of 
them (and we admire him very much 
for it) admitted he had not seen a 
Bills Receivable Book operated as a 
book of original entry himself. Then 


the whole thing broke down and every- 
one confessed in turn. Soon there was 
general agreement that the Bills Re- 
ceivable Book simply is not used as a 
book of original entry, in our part of 
the country anyway. 


From what we can learn, the Bills 
Receivable Book is lucky to make an 
appearance at all, even as a memoran- 
dum record, from which no postings 
would be made. When drafts are 
drawn on customers, a memo of the 
fact can be made directly in the cus- 
tomer’s account in the accounts receiv- 
able ledger. The balance in Accounts 
receivable control account in the gen- 
eral ledger includes both “drafted” and 
“open” accounts. 


Come to think of it, who has ever 
seen “Bills receivable” shown as a sep- 
arate item among the current assets on 
an actual balance sheet? (Of course 
everyone has seen it on accounting prob- 
lems, and if we have been disrespectful 
in these notes, it is only because we do 
not have to hand in weekly accounting 
exercises any more.) 

* * * 

We have, however, met one account- 
ant who claims to have seen a Bills Pay- 
able Book operated as a book of original 
entry. Admittedly the proprietor of a 
business will need to know what drafts, 
if any, are to be paid out of his bank 
account in the near future if he is to 
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budget his cash position carefully. If the this information, then the solution may 
bookkeeper cannot be relied upon to keep _ be to incorporate the Bills Payable Book 
an up-to-date memorandum record of into the formal double entry records. 


A PUZZLE FOR OCTOBER 


The following apparent jumble of the clue is once discovered, the proverbs 
letters contains five well known proverbs, can be read without difficulty. The 
arranged in a systematic order. When problem is to find the clue. 


RENOWNEDTHANW 
SYOURCAKEANDA 
STETOBEFEARHR 
EARKSSPOILEAE 
LEOOHERSNTDVA 
OTMOTLINOHTES 
NOSCALAGMEHIY 
SNIYGORSOBATI 
ENGNENOTSRNPS 
IAOAMOOTSOAEN 
RECDBVILAR TDA T 
OUOYNOILDAECI 
1CAVREBRARTA RET 


(By Charles F. Bishop, author of 101 Amusements for All) 


SOLUTION TO LAST MONTH’S PUZZLE 


Step I: Determine the ratio of daily growth to clover already grown. 
Let x = original clover 
y = clover growth per day 
Daily clover consumption per animal being equal, it follows that, 


x + 20y = x + 30y 
40 x 20 30 x 30 
9(x + 20y) = 8(x + 30y) 
x = 240y — 180y 
oy= 1 *«x 
60 


whence daily growth is 1/60 of original clover 


Step Il: By substituting 1 x for y in one component of the above formula, the daily con- 
60 
sumption of 25 sheep is found to be 1/24 of the original clover, viz., 
Daily consumption per animal = x + 20y = x + 1/3x 
40 x 20 800 


: . . 4/3x 
Daily consumption for 25 animals = 25 =) = 


1 «x 


800 “24 
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Step Ill: Let z = the number of days the field will graze 25 sheep. 
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x 
Then amount eaten by 25 sheep in z days = (=) 


24 
and the clover available over z days = x +x z 
60 

Therefore, zx = x + zx 

24 60 

S5Sxz = 120x + 2xz 

3zz__ = —Sss«d120 

zs = 4 


The field will graze 25 sheep for 40 days. 


PROBLEMS AND SOLUTIONS 





Solutions presented in this section are prepared by qualified accountants and reflect 


of course the personal views and opinions of the various contributors. 


They are designed 


not as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. 
presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October 1950 


Accounting II, Question 5 (20 marks) 


A comparative post-closing trial balance of the F Co. Ltd. is as follows: 
31st December 


Discussion of solutions 


1948 1949 
RR Btcecriehees charlie. Death aac d not dnote Sik ie a, Sale ners ete ae Ba $ 160,000 $ 210,000 
NEI MRE i a te ee hg lo aroacnc hain Seacsseassieeacaetunns 120,000 80,000 
Accounts and notes receivable less allowance for bad debts .................. 220,000 250,000 
RERUN Ns 2 5 Ft rt NES I A ctl cao tuasac eset ea con doc hebeaeect oa 300,000 360,000 
Investments in stock of subsidiary companies (at cost) ......... 350,000 240,000 
Buildings and equipment less allowance for depreciation ....... 800,000 1,020,000 
PARNER EWN MAINS OUTER oss Seco ca5c cacy eeskniatoccs vic at a yetce et amen Ste 140,000 36,000 
$2,090,000 $2,196,000 
Miscellaneous accrued liabilities including taxes 2.000.000... $ 90,000 $ 85,000 
OR ESR NTE MRED CARINE PINGING 20555 yds occa og <nvacnsusscSdes cases oh dachandeeceuteapincaaese 160,000 180,000 
Me RETR MEM AE™ BUSESEEL toe 208 Oca ons 0 er tana opted ones es OS 500,000 400,000 

Preferred stock (par $25, each share convertible into two shares 

Gey COMROND  -6xir.csticiicsiics 250,000 210,000 
Common stock (par value $10) .. 300,000 432,000 
Paid-in surplus x 200,000 258,000 
590,000 631,000 


RPM MRE oss ipods cscs cache se se Setieies cesses 


$2,090,000 $2,196,000 


= 


————_—_ 
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An analysis of the trial balance changes discloses the following: 

(a) Stock owned in the X Co. Ltd., a partially owned subsidiary, was sold for 
$200,000. Stock had originally cost $110,000. 

(b) The entire goodwill of $100,000 was written off the books in 1949. 

(c) The patents had a remaining life of ten years on 31 Dec 1948, and are being 
written off over this period. 

(d) Mortgage bonds mature on 1 Jan 1959. On 1 July 1949, bonds of $100,000 were 
purchased on the market at 103% and cancelled. The premium on bond retire- 
ment was charged to earned surplus. 

(e) The decrease in preferred stock outstanding resulted from the exercise of the 
conversion privilege by preferred stockholders. 

(f) 10,000 shares of common stock were sold during the year at $15 each. 

(g) During the year equipment costing $60,000 with a net book value of $12,000 was 
sold for $8,600. Depreciation of $64,000 was taken during the year on build- 
ings and equipment. Additional changes in the buildings and equipment balance 
resulted from the purchase of new equipment. 

(h) The net income for the year transferred to earned surplus was $107,900. 

(i) Dividends declared during the year totalled $50,000. 

Required: 

Submit a statement of source and application of funds and statement of changes in 

working capital. 


A SOLUTION 
F CO. LTD. 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended 31st December 1949 


re NON TNS MN oe scan est ech cas irsenbas shi sdeaycecressaertsaiindeaniocis .. $107,900 
Add: Items not requiring outlay of funds 
MMMM re gi cocci SOB, Scars erbaatea cacqy Aen S105 ages setenve ees Tonoe ens $64,000 
UNM UES ci ai Soap cine 2a oo saith oxstpa save teedaeesesé vesdvsmese 4,000 68,000 
$175,900 
Ie Ma SURE TM TE I 5c. Sek vcs Vocasebv an els banincecduafeboesveeseasentvsandenctenbete vee 200,000 
Bale OF 1OMN0 COMMON Shales At 15 .........5ccccscckssscaiesess.csssesssceonssesaesoeese ihicisiiaens, SOOO 
ae EINE. ne Pe Nc yey Eceeic tact Caco e masts ves oka vo maaan su bcbssouseviaiiess 8,600 
$534,500 
Application of Funds 
re a Ue UTA AINE RURIVELD soca as ong ck Wad east asda vovesni nasaavivdsweesstooseciseoeeuinsere 85,000 
rata area IN UONRPENS ED ANNU NN 5ooyooc5 bcc a Scab i sv cestbansnsvessiusincengnicdasacavuer sbeebs suas vaseeoses 103,500 
SN IE UIMRND et econ anesthe neds odncchowtotyaa voeges cvsmesestevonssdeckeibaotainnetsts ee 50,000 
eae aI IN CE UNI 2g cesar ccs gs occa sp sech sto stern a so a easeecsn Fapecyaanwianelegessecesaccanste 296,000 


$534,500 


for 


ng 


he 


as 
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F CO. LTD. 


STATEMENT OF CHANGES IN WORKING CAPITAL 
as at 3lst December 1949 


Current Assets 1948 1949 Increase Decrease 
ae sascachssckeissvourestioesueitjsencciniacene, Seeeee S210000. § 50008 
PA Reta le: SOCULITIES oasis cscaccascssnedoaceoceczeess 120,000 80,000 $ 40,000 
Accounts and notes receivable — net ............. 220,000 250,000 30,000 
2 ee ae emer eanmer mere ae 300,000 360,000 60,000 








$800,000 $900,000 








Current Liabilities 
Accrued liabilities including taxes ..... . $90,000 $ 85,000 $ 5,000 
Accounts and notes payable ............. zs 160,000 180,000 20,000 


$250,000 $265,000 $145,000 $ 60,000 








WoOrkinh Capital 6.6... eedeescessn sessssesseneese $550,000 $635,000 


Increase 


in working capital ..... ata: a 85,000 85,000 


$635,000 $635,000 $145,000 $145,000 





PROBLEM 2 
Final Examination, October 1950 
Accounting III, Question 1 (15 marks) 


In each of the following unrelated instances, what treatment should be accorded the 
items in the preparation of a consolidated balance sheet as at 31 Dec 1949? Give 
briefly, reasons for your answers and in each case the acceptable alternatives, if any, which 
you believe warrant consideration. 


(a) 


(b) 


A Co. Ltd. owns 80% of the capital stock of B Co. Ltd., which in turn owns 


90% of the capital stock of C Co. Ltd. 
The inventories on hand at the 31 Dec 1949 contain the following goods pur- 


chased through inter-company transactions: 


Inventory of Contains Purchased from at % of cost 
A $120,000 B 125% 
A 90,000 C 112.5% 
B 23,000 A 115% 
iG 25,000 A 125% 


D Co. Ltd. purchased 80% of the capital stock of E Co. Ltd. on Ist January 
1946 and 90% of the capital stock of F Co. Ltd. on 1 Jan 1948. 

As at the 31st December 1949 the fixed asset account of the D Co. Ltd. includes: 
(1) Equipment purchased from E Co. Ltd. on 30 June 1947 at a price of 
$30,000 which included a mark-up of 40% based on sales price. Depreciation 
thereon provided by D to date totalled $7,500. 

(2) Equipment purchased from F Co. Ltd. on 30 Sept 1947 at a price of $50,000, 
which included a mark-up of 25% based on cost. Depreciation thereon provided 
by D to date totalled $11,250, 
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(a) 


(b) 


(c) 


(d) 
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(c) G Co. Ltd. holds 90% of the stock of the H Co. Ltd. As at 31 Dec 1949 there 
appeared on the H Co. Ltd. books the following items: 
2) MCOUNS PRP RDIS KS GO. TiS oso ai cases acescdscsssccssoseseceesveosesn ... Cr. $290,000 
Seep CS RRO UNNNE Se AN NN 8c Sava ic hs has eevee dnd rcevtnvceusbiesssp Cr. 30,000 
($25,000 of which had been discounted by the G Co. Ltd. at the 
bank in November 1949.) 
(d) L Co. Ltd. owns 90% of the outstanding capital stock of the M Co. Ltd. In 
turn the M Co. Ltd. has on its records “Investment in Shares of the L Co. Ltd.— 
$10,000", representing 100 shares of preferred stock of the L Co. Ltd. purchased 
at par of $100 per share, prior to date on which the L Co. Ltd. acquired control 
of the M Co. Ltd. 
N Co. Ltd. purchased 80% interest in O Co. Ltd. at 2 Jan 1948. The O Co. 
Ltd. made a profit of $8,000 in the year ending 31 Dec 1948 and a dividend 
of $10,000 was declared and paid as of 31 Mar 1949. On receipt of the divi- 
dend by the N Co. Ltd. the credit was made to surplus. 


— 


(e 


A SOLUTION 


The parent company’s share of the inter-company profits on inventories should be 
eliminated. Profits should not be deemed to accrue except as a result of transactions 
with outsiders. A reserve should be set up on the parent company’s books, out of 
surplus, for the amount of the inter-company profits and on the consolidated balance 
sheet this should be shown as a deduction from inventories. 

Alternatively, it is suggested by some that the whole of the inter-company profits 
should be eliminated. If the consolidated statements are regarded as presenting the 
position of two groups of equity holders, i.e., parent company and minority interests, 
this proposition is valid. 

This does not appear to be the generally accepted viewpoint at present. 


AMOUNT OF INTER-COMPANY PROFIT 


Inventory of A $120,000 from B Profit $24,000 Eliminate $19,200 
Inventory of A 90,000 from C Profit 10,000 Eliminate 7,200 
Inventory of B 23,000 from A_ Profit 3,000 Eliminate 3,000 
Inventory of C 25,000 from A Profit 5,000 Eliminate 5,000 


The parent company’s share of the profit on sale should be eliminated as in (a) 
above. Profit was $12,000. The share of D Co. Ltd. was 80% or $9,600. 
The reserve out of surplus is therefore $9,600. 
Depreciation should be adjusted by $9,600 x 7,500 or $2,400. 

30,000 
(2) No adjustment is required since the transaction took place before control of F 
Co. Ltd. was acquired by D Co. Ltd. 


~ 


(1 


(1) Eliminate the inter-company accounts receivable and payable of $290,000 on the 
G Co. and H Co. books so that statements will reflect amounts owing to or from 
outside interests only. 

(2) Eliminate the inter-company notes outstanding of $5,000 leaving the $25,000 which 
will have to be paid by the H Co. Ltd. to the bank as a liability on the consoli- 
dated balance sheet. 

The reciprocal holdings and capital and surplus portions would have to be eliminated 

upon consolidation if the proper relationship between the parent company and minority 

interest is to be achieved. 
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(e) If the dividend was paid out of 1948 and 1949 profits to 31st March, no special ad- 
justment would be required other than the elimination of Investment in O Co. Ltd. 
against O Co. Ltd. capital and surplus. 
If the dividend was deemed to have been paid out of 1949 profits of $8,000 plus $2,000 
of pre-1949 surplus, then $1,600 of the $8,000 received by N Co.Ltd. must be re- 
garded as a reduction in the amount invested in the O Co. Ltd. by adjusting between 
surplus and investment account. 


PROBLEM 3 
Final Examination, October 1950 
Accounting III, Question 2 (12 marks) 


On 1 Jan 1949 the P Corp. Ltd., which had been in business for some years, presented 
to its shareholders the following condensed balance sheet as at 31 Dec 1948: 


P CORP. LTD. 
BALANCE SHEET 
as at 31st December 1948 


ASSETS LIABILITIES 
ME OTIE nos ssc secte cdevndsvecssnncedsessovesven RDOPOOO NA RNE oo bcvc cheaper ... $ 60,000 
MN cosh i ace hoger aE cs es 8 200,000 Capital stock ................$140,000 
Earned surplus 100,000 240,000 
$300,000 $300,000 


With the full consent of all its shareholders, the P Corp. Ltd. proposes to obtain a 
loan from its bank for the purpose of purchasing outright the issued shares of the Q Co. 
Ltd. and 70% of the issued shares of the R Co. Ltd., pledging the shares acquired as 
collateral for the bank loan. The shares of both companies are to be acquired as at 1st 
January 1949 and the companies have been asked to prepare, in condensed form, their 
respective balance sheets as at 31 Dec 1948. These were as follows: 


Q CO. LTD. 


BALANCE SHEET 
as at 31st December 1948 





ASSETS LIABILITIES 
Current ......... bobeea peed AG ....... $80,000 Current ....... ... $ 40,000 
WN snk ee ca tades eases OOO Capital stock $50,000 
Earned surplus 40,000 90,000 
$130,000 $130,000 
R CO. LTD. 


BALANCE SHEET 
as at 31st December 1948 


ASSETS LIABILITIES 
III ober savas an nssevencaccdacdisicivess pane Cea | A Maes se .. $ 90,000 
Fixed Peau udsweduosbepaveenaaueesss 200,000 Capital Secchi’ : $180,000 


Earned surplus 50,000 230,000 


$320,000 $320,000 














168 The Canadian Chartered Accountant, October, 1951 


The agreed-upon purchase price for the shares acquired in each of the companies was 
as follows: 
Q Co. Ltd. $110,000 
R Co. Ltd. .... 150,000 


$260,000 


The amount of the bank loan received by the P Corporation Limited was $300,000, 
and the excess of $40,000 over the purchase price of $260,000 was loaned by the P Cor- 
poration Limited to the R Co. Ltd. to strengthen the latter company’s working capital 
position. 

During the year ended 31 Dec 1949, dividends were paid as follows: 

By P Corporation Limited ........... $7,000 
By Q Co. Ltd. Ss 4,000 
By R Co. Ltd. % a . 3,000 
The profits earned for the year ended 31 Dec 1949 are shown below and you are to 
assume that the current assets of each company reflected these earnings: 
By P Corporation Limited . $30,000 
By Q Co. Ltd. 35,000 
By R Co. Ltd. ; 28,000 
Required: 

Consolidated balance sheet, in condensed form, of P Corporation Limited and its 

subsidiaries as at 31 Dec 1949. 


A SOLUTION 
P CORP. LTD. 
AND SUBSIDIARIES Q CO. LTD. AND R CO. LTD. 
CONSOLIDATED BALANCE SHEET 
as at 31st December 1949 
ASSETS 

Current a 3 pecreacase $425,100 
Fixed , 450,000 
Goodwill : ‘ y 9,000 
$884,100 


LIABILITIES AND CAPITAL 


Current liabilities Bs 3 $190,000 
Bank loan 300,000 $490,000 


Minority interest in R Co. Ltd. — 30% 76,500 


Total liabilities ae eis 566,500 
Capital 
Capital stock : ae : $140,000 
Surplus as at 1 Jan 1949 $100,000 
Profits for the year og Zs ... 84,600 


184,600 
Less dividends paid 7,000 177,600 $317,600 


$884,100 





